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This research project is an exploratory stuay aimiciy
at finding out the level of non-compliance of Hong Kong
listed companies with the disclosure requirements of the
Companies Ordinance, Securities Ordinance and the
Statements of Standard Accounting Practice in Hong Kong.
The results of the findings suggest that the level and
quality of disclosure are sometimes less than
satisfactory.
The study relates the extent of departures from
disclosure requirements to the size of listed companies,
the company's business sectors and the size of company's
auditors. The results suggest that the extent of
disclosure departures is significantly related to company
size and the business sectors but not to the company's
auditors.
The causes of the non-compliance with disclosure
requirements were examined by means of an interview
survey. The results suggest that difficulties in..
interpreting various disclosure requirements,
insufficient accounting knowledge and lack of resources
are important causes of the non-compliance.
The extent to which the financial statements are
distorted due to the non-compliance is presented, and
some recommendations to remedy the situation are also
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For most companies, particularly those whose shares
are listed on the stock exchange in Hong Kong, day-to-day
management is in the hands of the directors, while the
majority of the shareholders, who own the companies, have
little say in the management of the companies. It is,
therefore, important for the shareholders to receive
information on a regular basis disclosing the details of
the company's financial position and results of the
operations to enable them to judge the performance of the
directors. Such information is provided by means of the
annual financial statements of the company. As such, the
financial statements
...represent the main control which the shareholders
have over the directors since they measure the
success or failure of the directors' management and
stewardship of the company's assets.1
In this connection, section 123 of the Companies
Ordinance, Chapter 32, provides that every balance sheet
of a company must give a true and fair view of its state
of affairs as at the- end of its financial year, and that
every profit and loss account of a company must give a
'Wallace, Pauline, Company Law in Hong Kong, Butter
worths, 1986, p.210.
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true and fair view of its profit or loss for the
financial year. Also, corporate financial statements
must comply with the requirements of the Tenth Schedule
to the Companies Ordinance.
In addition, the Statements of Standard Accounting
Practice (SSAP), issued by the Hong Kong Society of
Accountants (HKSA), should be applied to all financial
statements intended to give a true and fair view of
financial position and profit or loss.
Furthermore, for companies with shares listed on the
stock exchange in Hong Kong, their annual accounts must
include information stipulated by the Securities (Stock
Exchange Listing) Rules 1986.
The directors of a company have legal responsibility
to prepare financial statements in accordance with
statutory requirements. In view of the need for public
disclosure, it is not considered sufficient for the
company's directors to produce accounts as a record of
their own stewardship. In order to ensure fairness and
dependability, section 131 of the Companies ordinance
requires every company to appoint independent auditors to
report on the accounts to the shareholders. The.
Companies ordinance further stipulates in section 140
that an auditor must be a person qualified for such an
appointment under the Professional Accountants Ordinance,
Chapter 50.
Certain of the auditor's responsibilities under the
Companies ordinance are set out in Appendix 1.
In spite of the attest function provided by
3
auditors, non-compliance with disclosure requirements
does exist, and this can be proved by the work of the
Accounting Standards Committee (ASC) of the HKSA which
has carried out regular reviews of selected published
financial statements. The reviews form part of the
process whereby the HKSA monitors its members'
professional standard and the system of self-regulation.
The ASC examines financial statements with the view of
identifying what appear to be, inter alia:
(a) breaches or non-observance of the ..Companies
Ordinance and
(b) non-compliance with the SSAP.
Where the ASC identifies apparent errors or
irregularities, it will select one of the following
avenues of response as appropriate:
(i) to write to the auditors drawing their
attention to the matter in the expectation that
the irregularity will not be repeated in other
financial statements or
(ii) if the matter is sufficiently material and
serious, or particularly confusing, to write to
the auditors asking for a written explanation..
The ASC reviewed 118 sets of financial statements in
1986 (79 sets in 1985 and 63 sets in 1984)1, and noted
certain areas of non-compliance with the SSAP or the
Companies ordinance.
1Hong Kong Society of Accountants, Newsletters
No.39, April, 1985 No.43, March, 1986 No.50, May, 1987.
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Objectives of this Research Project
Based on the reviews carried out by the HKSA as a
pilot test, we intend to perform a more comprehensive
research, in which we shall examine the quality of
disclosure in the annual reports issued by selected Hong
Kong listed companies. As such, this research project
has.the following objectives:
(1) To identify the significant areas in which the
financial statements of Hong Kong listed companies
do not comply with the Companies Ordinance and the
Securities ordinance.
(2) To identify the significant areas in which the
financial statements of Hong Kong listed companies
depart from the SSAP issued by the HKSA.
(3) To review the causes of the non-compliance as
mentioned in (1) and (2) above.
(4) To review whether the non-compliance is related to
the size of the listed companies.
(5) To review whether the non-compliance is related to
the nature of business of the listed companies.
(6) To review whether the non-compliance is related to
the size of the auditing firms.
(7) To suggest certain possible alternatives to remedy
the situation.
Corporate reports have taken on a public character
and have become basic data for the investor, the consumer
and the government. The- SSAP and statutory requirements
become responsible for furnishing guide-posts to fair
dealing in the midst of flexible rules and techniques.
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In this situation the need to comply with a consistent
framework of accounting standards is evident. The
importance of this research is that by bringing to light
the causes of departure from these requirements, it
intends to offer some insight into solving the problem of
non-compliance so that future financial statements may
furnish more dependable and relevant information.
Organisation of Study
This chapter outlines the significance and the
objectives of the study. Chapter Two will present a
review of the past literature on the subject, including
the research work in other countries and the regular
reviews by the HKSA on selected local companies.
Research methodology of the study, including data
sources, sample selection and method of data analysis
will be discussed in Chapter Three. Chapter Four will
depict an analysis of the departures from disclosure
requirements committed by a sample of Hong Kong listed
companies with financial year ended at a date in the
period from.1 January 1986 to 30 June 1987. Chapter Five
will present the relationship between the non-compliance
with disclosure requirements and the size of the sample
companies, the business sectors of the companies, and the
size of the respective auditing firms. Chapter Six will
discuss the causes of the non-compliance from the
perspective of company executives and auditing firms. In
Chapter Seven, the conclusions of the study and our
recommendations will be' presented together with
suggestions for future researches.
6CHAPTER II
A REVIEW OF PAST RESEARCHES
Introduction
This chapter presents a discussion on previous
researches on the financial disclosure by corporations.
The view of G.D. Donleavy (1985) on the harmonisation of
accounting practice is first outlined. Then the work of
R.E. Hylas and R.H. Ashton (1982) and that of C.W. Chow
and A. Wong-Boren (1987) are presented to highlight major
evidence in respect of audit detection of financial
statement errors and the financial disclosure practices
of Mexican corporations. The last section of the chapter
presents the major findings of the continuous review on
published financial statements performed by the HKSA.
G.D. Donleavyl
G.D. Donleavy commented that the lack of a
conceptual framework to raise the level of accounting
standards had been widely lamented in academic accounting
literature. The Trueblood Report (American Institute of
Certified Public Accountants 1973) in the United States
1Donleavy, G.D., Disclosure Without Cost, A Review
of Corporate Reporting's Contribution to Economic
Development Planning., Hong Kong Journal of Business
Management, Volumn III, 1985, pp.135-149.
7of America and the Corporate Report (Accounting Standards
Steering Committee 1975) in the United Kingdom were both
widely praised for their attempts to build the
foundations of such a framework but were then widely
ignored- especially by bodies involved in setting
accounting standards.
However, the lack of progress in evolving a
theoretical basis for setting and harmonising standards
would matter little even in the United States of America
or the United Kingdom sphere of accounting influence if
the accounts had no user effects in the first place.
Evidence on the user effects of the annual accounts was
conflicting.
Lee and Tweedie (1975) found that most of the United
Kingdom investors in their sample read company reportsli
and the Stockholders of America Inc. (1975) found that
85 percent of their investor respondents read company
reports.2
Conversely, Epstein (1975) found that only 15 per-
cent of his investor respondents relied on company
reports while 48.8 percent relied on brokers' advice.3
In 1973, Baker and Haslem conducted a survey of common
'Lee, T.A. and Tweedie, D.P., Accountinc
Information, An Investigation of Private Shareholders'
Usuage., Accounting and Business Research, Autumn, 1975,
pp.280-291.
2Stockholders of America Inc., Survey of Subjects of
Concern to the Individual Investor, Stockholders of
America Inc., Washington D.C., 1975.
3Epstein, M.J., The Usefulness of Annual Reports tc
Corporate Shareholders, Los Angeles California State
University Bureau of Business and Economic Research,
1975.
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stock investors in metropolitan Washington, D.C. The
findings showed that 46.8 percent of the 775 respondents
considered stockbrokers and advisory services as the most
important sources providing information for investment
analysis, and that only 7.9 percent of the respondents
relied on financial statements.1 Baker and Haslem
interpreted this as that individual investors relied on
different types of investment information than that
provided by financial statements. Also, they noted that
analysts placed much greater importance on financial
statements as a source of information because of the
analysts' greater ability to interpret the statements.
In 1981, Chang and Most, who surveyed investors in the
United States of America, United Kingdom and New Zealand,
concluded financial statements to be an important source
of information for investment decisions, especially for
institutional investors and investment analysts.
As such, G.D. Donleavy concluded that the content of
company reports had economic consequences for national
investment, wealth distribution and economic development.
Hvlas and Ashton2
in 1982, Hylas and Ashton carried out an empirica
1Baker, H.K. and Haslem, J.A., Information Needs of
Individual Investors., Journal of Accountancy, November,
1973, pp.64-69.
/-Hylas, R.E. and Ashton, R.H., Audit Detection of
Financial Statement Errors., The Accounting Review,
October, 1982, pp.751-765.
study and found 281 errors out of 152 audits. The study
9
revealed the areas in wnicn cne eLLUL VLLULLCU, LL1G
audit procedures which initially signalled their
existence, and their apparent causes whether made
intentionally or unintentionally.
The results of the study suggested that the errors
in financial statements, almost all of which were
unintentional, were concentrated in relatively few audit
areas and these areas were fairly predictable by
industry. The great majority of such errors affected
income, but the direction of effect might be either
overstatement or understatement of the income. Client
personnel problems such as inexperience, incompetence,
and insufficient knowledge of accounting, were
instrumental in causing most of the errors. A large
proportion of financial statement errors were initially
signalled by less rigorous audit procedures such as
analytical review.
Chow and Wonq-Borenl
In 1985, Chow and Wong-Boren performed an empirical
study on voluntary financial disclosure practices of
Mexican corporations and related the extent of disclosure
to firm size, financial leverage, and proportion of
assets in place. The study suggested that an overview of
Mexican accounting and disclosure regulations showed a
more laissez-faire environment than that in the united
1Chow, C.W. and Wong-Boren, A.,'Voluntary Financial
Disclosure by Mexican Corporation, The Accounting
Review, July, 1987, pp.533-541.
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States of America. The results of the study showed that
the extent of voluntary disclosure was found to increase
with firm size, and no significant effects due to
financial leverage on assets in place were observed.
Hong Kong Society of Accountants
The only research on departures from disclosure
requirements in Hong Kong was the regular reviews of
selected published financial statements by the HKSA.
Apart from the objectives mentioned earlier, the ASC
attempted to identify those areas where accountants and
auditors had experienced difficulties in interpreting or
complying with Hong Kong accounting standards and company
law. The results of the reviews suggested that there was
a general improvement in compliance with both statutory
requirements and accounting standards over the past five
years. However, the members were reminded that there
were still some areas where compliance was unsatisfactory
and they were urged to make every effort to improve this
situation.
Besides, the HKSA admitted in its 1987 Annual Report
that the review process should have been extended and
that it should have been conducted by a separate
committee exclusively dedicated to this task.1
'Hong Kong Society of Accountants, 15th Annual




The HKSA Review Process Reports for 1984, 1985 and
1986 as published in the Society's Newsletters) were
reviewed in order to identify the significant areas of
errors or irregularities in the financial statements.
The analysis served as a pilot test for this research
project. The Reports indicated that the particular
requirements which appeared to have caused difficulties
to some companies are summarised as follows:
(a) Disclosure of accounting policies,
(b) Extraordinary items,
(c) Statements of changes in financial position,
(d) Depreciation accounting for fixed assets,
(e) Group accounts,
(f) Post balance sheet events and contingencies,
(g) Earnings per share,
(h) Directors' report,
(i) Audit report,
(j) Disclosure required by the Companies Ordinance.
A list of all the public companies whose shares were
listed on the stock exchange in Hong Kong as at 31 July
1Hong Kong Society of Accountants, Newsletters
No.39, April, 1985 No.43, March, 1986 No.50, May, 1987.
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1987 was prepared from The Securities Bulletin, August,
1987. There were approximately 260 listed companies. A
letter was sent to each of them to request for a copy of
the company's annual report for the financial year ended
at a date in the period from 1 January 1986 to 30 June
1987 (1986/1987) (Appendix 2). A reminder letter was
sent to those companies which did not send in their
annual reports one month after the expected date of
return. By 31 December 1987, 217 copies of annual
reports were received.
It was considered too resource-consuming to examine
the annual reports of all respondent companies. The
study was, therefore, narrowed down to a sample of 76
chosen from the 217 annual reports received. The sampled
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1 Selection was based on random sampling.
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Since the objective behind the construction of the
Hang Seng Index is to provide an index representative of
all listed companies in Hong Kong, the Hang Seng Index
constituent stocks as a group was first selected.
Twenty-five companies were selected by random out of the
33 constituent stocks.
The remaining 51 companies were then selected by
random from the various 'business sectors in the
proportion of approximately 30 percent of the total
number of companies in each sector. In this way, the
total sample of 76 companies was considered
representative of all listed companies in Hong Kong. A
complete list of the sampled companies is set out in
Appendix 3.
The 76 financial statements were reviewed carefully
in order to identify the significant areas of
non-compliance with the Companies Ordinance, the
Securities ordinance or the SSAP. Regarding the various
disclosure requirements, we focused our examination on
those areas as mentioned in page 11 and those which we
believed to be important for a proper understanding of
the financial statements.
In order to help us review the financial statements,
we used an internal checklist of Peat, Marwick, Mitchell
Co. (Appendix 4) which lists out all the material
disclosure requirements of the Companies Ordinance and
the SSAP. As regards the Securities ordinance
requirements, we referred to the Undertaking prescribed
under the Securities (Stock Exchange Listing) Rules 1986
(Appendix 5).
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The errors or irregularities were summarised in the
various tables. Their effects on the financial
statements were discussed in terms of the extent to which
the financial position and the results of operations were
distorted.
Furthermore, the relationships between the errors or
irregularities and the size of the companies, their
business sectors and the size of the auditing firms were
reviewed.
The causes of the non-compliance were identified by
interviewing five company executives and five audit
managers.
Finally, conclusions based on the findings were
drawn and some recommendations were made to remedy the
situation of departures from disclosure requirements.
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CHAPTER IV
A REVIEW OF THE ANNUAL REPORTS OF THE SELECTED
HONG KONG LISTED COMPANIES
Introduction
The contents and forms of annual reports are subject
to certain minimum levels which are specified by the
Companies Ordinance, the SSAP issued by the HKSA and the
Securities ordinance.
Beyond these minimum levels, companies can disclose
a whole host of useful information (usually in the
Chairman's Statements annexed to the annual
reports), although in practice they stick very
closely to the minimum levels.l
This chapter presents an overview of the departures
from the disclosure requirements in the annual reports
issued by the sampled companies in 1986/87. The results
are shown in Table 4.1.
'Firth, M.A., The impact of Size, Stock Market
Listing, and Auditors on Voluntary Disclosure in
Corporate Annual Reports., Accounting and Business
Research (Autumn 1979), pp.273-.280.
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TABLE 4.1




762254(a) Disclosure of Accounting Policies
76373(b). Extraordinary Items and Prior Year Adjustments
76769(c) Statements of Changes in Financial Position
763739(d) Depreciation Accounting for Fixed Assets
761066(e) Group Accounts and Associated Companies
761957(f.) Post Balance Sheet Events and Contingencies
76868(g) Earnings Per Share
762848(h) Directors' Report
761264(i) Audit Report
76472(J) Disclosure Required by Companies Ordinance
763145(k) Others, such as Related Party Transactions,





Disclosure of Accounting Policies
The results of the study revealed that 22 departures
occurred in the disclosure of accounting policies (SSAP1)
in the annual reports. The major departures were that
accounting policy notes for significant items were often
absent or inadequate. Major departures were as follows:
(a) For certain property companies, the accounting
policy in respect of the investment properties
disclosed that the investment properties were stated
at the open market value on the basis of an annual
professional valuation, but it did not mention how
the excess or deficit of valuation was treated. As
this was critical in determining profit or loss in
the year, it should be disclosed accordingly.
(b) Some property companies did not disclose the
accounting policy in respect of the costs at which
the properties for sale were stated, and the others
did not provide a policy note on the recognition of
income for sale of properties. This would well be
regarded as a non-compliance with SSAP 1.
(c) Two financial companies did not provide the policy
note on the valuation of listed investments, i.e.
whether they were stated at costs or market values.
(d) Some companies gave accounting policy on foreign
exchange translations without mentioning whether the
differences on foreign exchange translations were
dealt with in the profit and loss account or in the
reserve account.
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According to paragraph 22 of SSAP 11, unrealised
foreign exchange gains should be credited to the
profit and loss account, but an utilities company
did not do so.
(e) An insurance company gave its accounting policy on
insurance funds as:
Fire, marine and general accident insurance
funds represent a reserve to cover unexpired
risks and are computed at 50 percent of gross
retained premium written in the year.
This accounting policy was not clear because it
could be interpreted in two different ways: -(i) The
balance of the insurance funds at the year end
represented 50 percent of gross retained premium
written in the year, or (ii) 50 percent of the gross
retained premium written in the year was transferred
to the insurance funds.
(f) One industrial company gave its accounting policy on
stocks as:
Stock is stated at the lower of cost or
estimated net realisable value, using the
retail inventory method for general merchandise
and the specific identification method for fine
jewellery.
As the 'valuation methods mentioned above were not
defined in SSAP 3, they should have been explained'
more fully in the accounts.
Extraordinary Items
Only one error was found in extraordinary items
among the 76 companies in our sample. In a woolen
products manufacturing company, some fully-depreciated
20
machinery not in use was sold at a profit. The profit
represented 14 percent of the profit attributable to
shareholders and was considered by the auditors as a
material item. However, according to paragraph 3 of
SSAP 2, extraordinary items are defined as those itmes
which derive from events or transactions outside the
ordinary activities of the business and which are both
material and expected not to recur frequently or
regularly. Based on the limited facts disclosed in the
notes to accounts, it was difficult to justify the claim
that the sale of machinery was outside the ordinary
activities of a manufacturing company. A better
accounting treatment was to include the profit on sale of
machinery in the profit before taxation and to disclose
the item by way of either a note to accounts, or an
exceptional item in the profit and loss account.
The distortion effect could be that shareholders
tended to discount the extraordinary profit in arriving
at the company's profit. If so, the current year's
profitability could not be fairly understood by the
shareholders. Another obvious distortion effect was
that: earnings per share of the company was understated
as only profit before extraordinary items would be used
to calculate the earnings per share. This would also




Two errors were identified in prior year
adjustments. pursuant to paragraph 9 of SSAP 2, a
statement of retained profits/reserves showing any prior
year adjustments should immediately follow the profit and
loss account for the year. In the first case, a property
company changed its accounting policy in accounting for
the results of associated companies from the original
dividend received basis to the equity basis of
accounting. The details of the prior year adjustment
were disclosed in small print in the note of accounting
policy on associated companies and also in the note of
retained profit. In the second case, a printing and
publishing company also changed its accounting policy on
associated companies to conform to the requirements of
SSAP 10. Previously the cost of investment in associated
companies was written off and results of associated
companies were included to the extent of dividend
received. This policy was changed to an equity basis of
accounting. Prior year adjustment was first disclosed in
the note of accounting policy of associated companies in
small print and then in the note of retained earnings.
Without presenting a statement of retained earnings
or reserves immediately following the profit and loss
account, shareholders could overlook the existence of the
prior year adjustments. As such, proper understanding of
the results and the financial position of the company
could not possibly be achieved and the comparability of
the financial statements with previous years could be
distorted.
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Statements of Changes in Financial Position
An important function of the statements of changes
in financial position (funds statement) is to provide an
adequate link between the other elements of the accounts:
the balance sheets at the beginning and end of the
financial year, the profit and loss account and notes.1
If items are reported in various locations in the
financial statements but the figures do not link
directly, adjustments may be necessary to facilitate
comparison and details should be given to enable the
related figures to be easily cross-referenced.
In the study, seven departures occurred in funds
statement. Some examples of the departures were as
follows:
(a) In a hotel company, various items relating to the
company's associated companies, including proceeds
from the disposal of associated companies and
increase in its investment in associated companies
could not be linked directly in the funds statement
and the balance sheet. Thus, the funds statement
lost its function of providing adequate link between
various elements of the accounts in this respect.
(b) In another company, the item 'dividend paid and
proposed' was treated as an item of application of
funds. This was an example of a lack of basic
understanding of the funds statement. The proposed
dividend did not involve the movement of funds and
'Hong Kong Society of Accountants, Newsletter No.50,
May, 1987, p.11.
23
should not have been shown as an item of application
of funds.
(c) Other irregularities arose from incorrect
classification as follows:
(i) the listed investments (investments in
Eurobonds) were classified as 'net liquid
funds'.
(ii) the 'properties under development transferred
to stocks' were included as 'funds from other
sources'. In this way, both the 'source of
funds' and 'increase in working capital' were
overstated by the amount concerned.
(d) Contrary to SSAP 4, some companies did not include
extraordinary items in their funds statements.
Depreciation Accounting for Fixea Assets
Thirty-seven irregularities were identified in
relation to the depreciation accounting for fixed
assets. The majority of such irregularities were
associated with the amortisation of medium term leasehold
land, i.e., lease term less than 50 years but not less
than 10 years. Under the Sino-British Joint Declaration,
the leases of the land situated in Northern Kowloon and
New Territories would be extended to 30 June 2047.• As a
result, the medium term leases would automatically be
regarded as long term leases for accounting purposes. In
such circumstances, the companies would cease to provide
amortisation for these properties. As this would affect
the profit or loss for the current and subsequent years,
24
the amount of amortisation no longer provided should have
been disclosed so that the shareholders could be aware of
the effect.
In one company, the land and buildings acquired
before the Sino-British Agreement were amortised over the
unexpired term of lease. But for the land and buildings
acquired after the Sino-British Agreement, no
amortisation was provided because of the option period of
50 years. However, for both types of land and buildings,
the company had the option to extend the leases to June,
2047, and thus there was no reason why they were
inconsistently treated.
In addition, there were instances in which the
companies mentioned the basis of depreciation for all
fixed assets such as 'on straight line basis over the
estimated useful life'. This was considered inadequate
in view of paragraph 20 of SSAP 6 which requires the
useful lives or the depreciation rates to be disclosed
for each major class of depreciable assets.
Group Accounts
Two major types of problems usually occurred in
group accounts, the first one being the adequacy of
provision and the second type concerning the exclusion of
some subsidiaries from consolidation.
In our sample, three companies were qualified by
their auditors on the grounds that there was no
professional valuation on the property held by a
subsidiary or no current information on the carrying
25
value of long-term listed investment held by a
subsidiary. The auditors, therefore, formulated a
qualified opinion on the carrying value of the property
or listed investment and then on the adequacy of
provision for diminution in value in the subsidiary
concerned.
As these assets were the major assets of the
subsidiaries in question, the uncertainty inherent in the
lack of professional valuation would lead to either a
'subject to' opinion or a disclaimer of opinion. in the
above three companies, two of them were given a
disclaimer of opinion by their auditors, i.e. auditors
were of the opinion that they could not express an
opinion on the financial statements.
There was no justification why the auditor of the
third company expressed a 'subject to' opinion instead of
a disclaimer of opinion. As pointed out by the note to
accounts, some development rights were held by a
subsidiary. The valuation of the development rights was
based on the valuation made by the previous directors in
1946. Negotiations with the Chinese authorities with
regard to the reactivation of the development rights
attributable to the company's former fixed assets in
China had been suspended. The directors intended to
recommence the negotiations at the appropriate time in
future. As the former valuation was made 40 years ago
and the development rights are in China, it was hard to
express an opinion on a carrying value of HK$11.6 million
in 1946 money value. In fact, the holding company made
26
no provision for its HK$10.6 million investment in the
subsidiary. Therefore, a disclaimer of opinion should
have been given.
Another holding company did not consolidate one of
its subsidiaries on the grounds that such consolidation
was impracticable and of no real value to the members of
the holding company. This annual report referred the
financial information of that subsidiary to a separate
document. This was a non-compliance with paragraph 18(4)
of the Tenth Schedule to the Companies ordinance which
requires the unconsolidated subsidiary's financial
information to be given in the holding company's account.
Associated Companies
Problems on associated companies concentrated on the
accounting method and on the adequacy of provision.
Five companies did not adopt the equity basis of
accounting for the results of the associated companies,
two of which were qualified by their auditors.
The first qualified opinion was given to a property
company since the financial statements of certain
associated companies were not readily available to the
property company. In the second case, an industrial
company did not use the equity method of accounting for
investment in associated companies on the basis that the
directors, though had representation on the board of
directors of certain associated companies, were of. the
opinion that they were unable to exercise control or
significant influence on the operations of the associated
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companies. The auditors did not concur witn tnis
accounting policy and qualified their audit report
accordingly.
For another two industrial companies and one hotel
company, their auditors accepted their views that the
associated companies not equity accounted for were either
immaterial or not subject to significant influence of the
investing groups.
Materiality is a matter of fact rather than of
directors' opinion. In one case, the balance of
investment in associated company amounted to 8 percent of
the net assets of the investing group while the directors
were still of the opinion that it was immaterial for
equity accounting. With regard to significant influence,
paragraph 9 of SSAP 10 clearly spells out that where the
investing group holds 20 percent or more of the equity
voting rights of a company, it should be presumed that
the investing group has the ability to exercise
significant influence over that company unless it can
clearly be demonstrated that the investing group is not
in a position to exercise significant influence. As
such, it was far from adequate to just state in the note
to accounts that the directors were of the opinion that
they could not exercise significant influence. Actually,
they should have clearly demonstrated that they could not
exercise influence over the investee company.
With regard to the adequacy of provision for
diminution in value in investment, two qualified reports
were noted. One was due to the lack of up-to-date
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financial statements of certain associated companies. As
a result, auditors were unable to express an opinion on
the company's interest in associated companies. The
second qualified report was attributable to inadequate
provision for diminution in value after the October 1987
stock market crash.
Post Balance Sheet Events
. Eight annual reports did not comply with the
lisclosure requirements as stipulated by SSAP 9-
kccounting for Post Balance Sheet Events. Three types of
errors were identified in this area.
The first and most common error was the omission to
disclose an estimate of the financial effect, or a
statement that it was not practicable to make such an
estimate. (This is required by paragraph 16 of SSAP 9.)
Futhermore, paragraph 17 of the same SSAP requires that
the estimate of the financial effect should be disclosed
before taking into account taxation, and that the
taxation implications should be explained where necessary
for a proper understanding of the financial position. In
our survey, four companies' annual reports were found
engaging in this type of omission, of which three
companies were property companies which sold cdrtain
properties after the year end. In the note of Post
Balance Sheet Event, only the sales considerations were
given, but the profit on sale of properties and the
related tax implications were not disclosed. In the
fourth case, a utilities company got a scheme of
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arrangement approved by the board of directors after the
year end. The notes to accounts failed to disclose the
financial effect but just mentioned that the financial
implications of the proposed reorganisation had been
announced and would be circulated to all shareholders.
The second type of error was in relation to the way
of presentation. One property company disclosed the
details of a post balance sheet event in other notes to
accounts, failing to show it under a separate heading.
In another property company, there was a separate note
disclosing four post balance sheet events including a
purchase of an equity interest in an Australian company
and a sale of three properties. However, in the note of
Current Assets, two other properties were mentioned to
be sold after the year end. Futhermore, in the note of
Interest in Subsidiary Companies where the particulars
of the three subsidiaries of the company were given, it
mentioned that an agreement was made to sell two of them
after the year end. The sale of two properties grouped
under the current asset note.-and the sale of two
subsidiaries were not referred to in the post balance
sheet event note. This way of presentation could make
shareholders overlook some of the post balance sheet
events.
The third type of error was with regard to October
1987 stock market crash. In one case, the directors of
an investment company, after considering a certain amount
of provision for diminution in value in marketable
securities as at 30 June 1987,,- considered that the market
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value of the investment after the October crash was not
permanent and that no further writedown of carrying
amounts was necessary. This treatment was qualified by
the auditors for being unable to determine the extent to
which the carrying amounts of the investments would be
realised.
The errors mentioned above were all falling in the
category of non-adjusting event, i.e. post balance sheet
events concerning conditions which did not exist at the
balance sheet date. As such, the context of the annual
accounts would not be adjusted according to part 3 of
SSAP 9. However, if the accounts failed to disclose the
details of the financial effect of the post balance sheet
events, shareholders were unable to reach a proper
understanding of the financial position at the date of
the audit report.
contingent Liabilities and Capital Commitments
Eleven companies were identified not complying with
the disclosure requirements in respect of contingent
liabilities and capital commitments. Unfortunately, most
of these errors were not correctly pointed out by the
auditors. Two types of errors were found.
The first type of error was concerned with the
failure to disclose the contingent liabilities at the
balance sheet date in respect of guarantees given by the
companies on behalf of their subsidiaries and associated
companies to the banks and financial institutions. The
guarantees were issued as a security to secure the bank
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loans extended to the subsidiaries and associated
companies. The amounts drawn down at the balance sheet
date, therefore, represented the contingent liabilities
of the holding companies. The omission to quantify the
potential or contingent liabilities did not allow the
shareholders to reach a proper understanding of the
financial position of the holding companies and hence of
the group.
Failure to quantify or estimate the amount being
sued by a third party was the second category of error.
Three companies were found not to estimate the claims
against them by third parties in the note of Contingent
Liabilities, nor to make any provision against the
outstanding litigation in the accounts. For the three
companies in question, their auditors did not give a
subject to opinion and only one of them drew the
attention of the shareholders to a note to accounts
concerning the outstanding litigation.
Earnings Per Share
Companies listed on the stock exchange are required
by SSAP 5 to show on the face of profit and loss account
the basic earnings per share (EPS), and the fully diluted
EPS where the full dilution amounts to 5 percent or more,
except for banking, shipping and insurance companies. In
our review of the 76 companies, seven companies omitted
to disclose the fully diluted EPS even though the full
dilution effect on the exercise of the options, warrants
or convertible preference shares amounted to more than
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5 percent of the basic EPS. This was in violation of
paragraph 11 of SSAP 5. At the extreme case, an
industrial company failed to show the fully diluted EPS
concerning a 15.4 percent dilution.
In addition, the number of shares used by another
company in calculating the EPS could not be verified. As
there was no additional issue of shares during the year
under review and the number of shares used was different
from the number of shares outstanding at the opening and
closing of the year, it was likely that the calculation
in the accounts was incorrect.
The significance of EPS is pointed out by SSAP 5:
EPS forms the basis for calculating the
'price-earnings ratio' which is a standard
stock-market indicator, price-earnings ratios
relating to both past and prospective profits are
widely used by investors in judging the relative
worth of a share.1
The omission to disclose the fully diluted EPS may
make the shareholders unaware of the dilution effect
which could have had all the warrants, options or
convertible preference shares been exercised in the
coming years. If so, incorrect investment decisions
could be made.
Directors' Report
Doubt was cast on the 28 directors' reports out of
the 76 companies in the sample. For companies
incorporated under the Companies ordinance, their
directors' reports are required to comply with the
1H6ng Kong Society of .Accountants, 'SSAP 5
Earnings per share', paragraph 3, Members Handbook.
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disclosure requirements as stipulates in sections iz u,
129E and 162A. But for listed companies, they are also
required to follow the disclosure requirements of
Securities (Stock Exchange Listing) Rules 1986.
A summary of our findings is as follows:-
Number of companies
not complying with Requirement
Reference**the requirements*Items
R4(1)(a)(b)71. Business turnover con-
tribution categorisation
by nature and region
R4(1)(c)62. particulars of subsidiaries
4 R4 (1) (j)3. Repayment period of loans
S129D(2)(b)14. Proposed dividend
2 R4 (1) (g)5. Directors' interests in
share capital of the company
and its subsidiaries
1 S129D(3)(f)6. Movement in fixed assets
S129D(3)(j)(k)27. Contracts of significance
and acquisitions of shares
arrangement
S162A128. Existence of management
contracts
1 S129(3)(c)9. Proposed transfer to reserve
One company may have more than one problem.
R refers to Securities (Stock Exchange Listing) Rules
1986 and S to section number of the Companies ordinance.
Different companies were found having different
interpretations on section 162A of the Companies
Ordinance. Some listed companies held the view that even
there were no management contracts in force during the
financial year, the directors' reports still- had to state
to that effect. On the other hand, other listed
companies considered that the directors' reports had to
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disclose the details and the existence of management
contracts only if there existed such contracts. In spite
of this controversy, it is found that almost all the
companies in the sample made a declaration of the
existence (with details) or non-existence of directors'
interest in significant contracts (section 129D(3)(j))
and their arrangements to purchase shares or debentures
(section 129D(3)(k)).
Audit Report
Twelve irregularities in audit reports were
discovered and are summarised below:
(a) in a property company, the auditors stated in their
audit report as 'the scope of our work was limited
by the absence of directors' representations as
described in note 1 on the accounts'. But note 1
stated that since all the four existing directors
had been appointed during the year, they were unable
to warrant the completeness of the books and records
prior to their appointment. Reading the audit
report, the shareholders could not understand the
meaning of the qualification and its financial
implications on the financial statements. Such
situation was considered unsatisfactory.1
(b) in a company, the auditors qualified their audit
report that the financial statements did not accord
with SSAP 6 for not providing depreciation for the
'Hong Kong Society of Accountants, Newsletter No.43,
March, 1986, p.9.
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investment properties. However, SSAP 6 explicitly
excludes investment properties from the definition
of depreciable assets and consequently the
investment properties in question were not subject
to an annual depreciation charge on the grounds that
such properties were not held for consumption in the
business operations. As such, the qualification was
considered inappropriate.
(c). In certain companies, the auditors stated in the
audit reports the fact that their opinion was based
on the reports of auditors of certain subsidiaries
not audited by them. This was a non-compliance with
paragraph 28 of the auditing guideline 3.280, issued
by the HKSA which requires that where there are
material subsidiary or associated companies not
audited by the primary auditor, the primary auditor
should not ordinarily refer in his report to the
name of any secondary auditor, or to the fact that
subsidiary or associated companies have been audited
by other auditors. The guideline further explains
that this is because the primary auditor cannot
delegate the responsibility for his opinion and any
such reference might mislead the reader into
believing otherwise.
Disclosure Required by the Companies ordinance
Most of the departures from the disclosure
requirements of the Companies Ordinance have been
discussed in the above various- sections. This section
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presents four additional irregularities as follows:
(a) As required by paragraph 12(15) of the Tenth
Schedule to the Companies Ordinance, the basis of
computing profits tax should be disclosed. However,
in a company, the basis was only given as 'at the
standard rate based on the estimated assessable
profits', instead of disclosing the actual rate of
tax.
(b). The Tenth Schedule requires that if a valuation of
fixed assets is made in the current period, the name
or qualification of the valuer-and the bases of the
valuation used should be disclosed. But a property
company did not disclose the basis of valuation.
(c) Paragraph 12(8) of the Tenth Schedule requires
disclosure of the amounts of the following fixed
assets:
(i) land in Hong Kong held on long lease,
medium-term lease and short lease respectively
and
(ii) land outside Hong Kong held freehold, on long
lease, medium term lease and short term lease
respectively.
In a manufacturing company, the annual report did
not disclose the location of their long' term
leasehold land and building and thus, it was a
non-compliance with the Companies ordinance.
(d) Paragraph 10 of the. Tenth Schedule requires that
where any liability of the company is secured on any
assets of the company, the fact should be stated.
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But in a property company, though the bank loans
were secured, they were not so stated.
Related Party Transactions
Among the 76 companies in the sample it was found
that 11 companies involved in certain related party
transactions to such an extent that the auditors
disclosed the details of the transactions by way of a
note to accounts. Some of the related party transactions
were complicated, bulky, or a scheme of arrangements
involving several companies in the same group or even
more than one group. Some of the related party
transactions were relatively simple and involved some
other private companies under the control of the
directors of the listed companies.
The Companies (Amendment) Ordinance 1984 added a
number of new sections (e.g. sections 157G, 157H, etc.)
and modified a number -of old sections (e.g. sections
161B, 162, etc.) with a view to tightening the
prohibition of loans to directors and increasing the
disclosure requirements. Despite this, the following
situations of irregularities were identified the loans
in question were granted before 31 August 1984, the
commencement date of the Companies (Amendment) Ordinance
1984.
(a) An investment company granted a loan of HK$300,000
to a director of an affiliated company some time in
the past and made a full provision for the principal
and the accrued interest during the year ended
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31 December 1986. This provision constituted some
62 percent of the 1986 profit before provision for
loan loss of the company.
(b) A property company made some short term loans before
31 August 1984 to certain companies of which certain
directors of the property company were shareholders
and/or directors. The balance of the loans at 31
December 1986 amounted to HK$5.9 million. No
provision was made in the accounts and the auditors
did not express an opinion as to whether or not any
provision was required.
(c) A property company made a loan to a company
controlled by the directors of the property
company. The principal of the loan was HK$2.5
million and the accrued interest amounted to HK$5.0
million at 31 January 1987. Full provision of
non-recoverability had been made in the accounts.
Apart from the provision of loans to directors,
several related party transactions which involved a
scheme of arrangements were encountered. Two of them
were briefly outlined as follows:-
(a) A finance company engaged very actively in a
business of overseas listed shares dealing. Most of
the sales and purchases of the equity investments
were transacted through a bank in Brunei. A
director of that finance company was also the
chairman of the bank and held significant financial
interest in the bank. At 31 December 1986 the
finance company placed certain deposits with the
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bank amounting to HK$61.5 million. On 20 November
1986 the Government of Brunei closed the bank in
Brunei by a public order. The bank announced that
settlement of all its outstanding obligations would
be made out of its residual assets to Brunei
citizens and residents first. This HK$61.5 million
deposit was about 30 percent of total net assets of
the finance company at 31 December 1986. The
director of the finance company in Hong Kong should
have known about the public order and could uplift
the deposit beforehand.
(b) On 31 March 1986, a listed company X had some
loans due to a financial institution A amounting
to HK$27.1 million. The two companies had common
management and directors and the loans were secured
by deposits held with the same financial institution
amounting to HK$14.1 million. Immediately after the
balance sheet date, on 1 April and 8 April 1986, the
company X repaid loans due to the financial
institution A of HK$27.1 million before the date
of maturity. The company X also had a deposit of
HK$1.6 million with a second related financial
institution B on 31 March 1986. Subsequently, the
company X placed an additional deposit of HK$6.6
million with these two related financial
institutions. On 28 July 1986 and 15 September 1986
respectively the above two financial- institutions
were placed in liquidation. The deposits of HK$14.1
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million, HK$1.6 million and HK$6.6 million were
considered to be irrecoverable. The audited
accounts were signed on 6 October 1986.
According to the notes to accounts of another listed
company Y which held 24.04 percent equity interest
of the listed company X, on 5 June 1987, the
commercial Crime Bureau executed a search warrant
upon the premises of the listed company X and took
away certain books and records of the company. On
that date The Stock Exchange of Hong Kong Limited
suspended trading of the company X on the grounds
of public interest. Subsequently, the company X
with its seven subsidiary companies were sued by two
third parties for certain alleged loan transactions
in the region of HK$100 million.
In Jaunary, 1988, the authors tried to obtain an
annual report of the company X for the year ended
31 March. 1987 and were advised by the auditors of
the company that it was still., being under
investigation of Commercial Crime Bureau and the
accounts had not been issued.
The Hong Kong Society of Accountants is now drafting
an auditing guideline to allow the engaging auditors
to report suspected fraudulent activities in
authorised institutions to the Commissioner of
Banking or relevant Government departments. If
proven to be effective, the guideline could be
extended to all Hong Kong companies, not just
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authorised institutions.' For the time being,
auditors are bound by the contractual relationship
with the client companies in respect of
confidentiality obligation.
'New Guidelines on Fraud., South China Morning
Post, 22 February 1988.
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CHAPTER V
THE RELATIONSHIPS BETWEEN COMPANIES' SIZE,
BUSINESS SECTORS, AUDITORS AND
DISCLOSURE IN ANNUAL REPORTS
Introduction
This chapter presents an analysis of the
relationship between departures from disclosure
requirements in corporate annual reports and three
firm-specific characteristics which may, or may not, have
some influence over the quality of disclosure. These
three characteristics are the size of the company, the
business sector of the company, and the firm of
accountants engaged in the audit.
Singhvi and Desai (1971)1 used three additional
variables in their study, these being the number of
shareholders, rates of return, and earnings margins.
None of these variables was examined in the present
study. The number of shareholders variable was found to
be highly correlated with size, and hence' its
relationship with disclosure levels was likely to be
1Singhvi, S.S., and Desai, H.B., An Empirical
Analysis of the Quality of Corporate Financial
Disclosure., The Accounting Review, January, 1971.
43
similar to that of size. Firth (1978)l commented that no
hypotheses could be put forward for suggesting that rates
of return and earnings margins should be associated with
disclosure levels and so these two variables should not
be included in the analyses. Additionally, Moore and
Buzby (1972)2 suggested that earnings margins, rates of
return, asset size and the number of shareholders were
all likely to be interrelated and hence true association
would be difficult to arrive at.
The Relationship between Size of Company and Disclosure
A number of reasons have been put forward supporting
the idea that larger firms will tend to give fuller
financial disclosure (Buzby, 1975 Singhvi and Desai,
1971). One reason is that collecting and disseminating
information is a costly exercise and perhaps it is the
larger firms which can best afford such expenses. Large
firms are quite likely to collect the information needed
for corporate report disclosure for their internal
management systems and hence little extra cost may be
incurred. A second reason is that larger firms tend to
go to stock market for finance more often than smaller
firms. As such, they may find it in their interest to
disclose as much as required by statutes in the annual
'Firth, M.A., The Impact of Size, Stock Market
Listing, and Auditors on Voluntary Disclosure in
Corporate- Annual Reports., Accounting and Business
Research (Autumn 1979).
2Moore, M.L. and Buzby, S., The Quality of
Corporate Financial Disclosure: A Comment., The
Accounting Review, July, 1972.
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accounts. Another reason is that smaller firms may tees
that fuller disclosure of their activities will put them
in a competitively disadvantageous position with other
larger companies in their industry. Hence, they may
disclose less information than larger firms.
The measure of size used in the study was the
shareholders' funds of the company at the balance sheet
date, as explained in note 1 to Table 5.1.
. The association of the size and departures from
disclosure requirements is shown in Table 5.1. The
results showed that companies with shareholders' funds
between $6 million to $500 million had the most
departures (in terms of percentage) from the disclosure
requirements in their annual reports in 1986/87.
Companies with shareholders' funds over $500 million and
less than $6 million had less departures (in terms of
percentage) from the disclosure requirements. On one
hand, the results are consistent with those derived in
the United States of America (Buzby, 1975 Singhvi and
Desai, 1971), i.e. the larger the size of the company,
the fuller its level of disclosure. On the other hand,
the results also showed that companies with negative




THE RELATIONSHIP BETWEEN THE SIZE OF TINE COMPANIES AND DEPARTURES FROM DISCLOSURE REQUIREMENTS
N 1 1 M Pt F R( 1 F [:0MPAN 7 ES
HK$ 501HKS 101HK$ 51HK$ 6NEGATIVE
OVERTOTOTOTOTO
TOTALHK$ 500 HK$ 1,000 HK$ 1,000HK$ 100HK$ 50HK$ 5
(MILLION) (MILLION) (MILLION) (MILLION) (MILLION) (MILLION)
NC N CNCNCNCNC3 N3 C
54 220 108 102 1379 45 1(a) Disclosure of Accounting Policies
30 730 172 101 19800 136(b) Extraordinary Items and Prior Year Adjustments
70 698 2 1720 1272116 0(c) Statements of Changes in Financial Position
3710 3977 37 1445585 1(d) Depreciation Accounting for Fixed Assets
0 66 101.745 6161801306(e) Group Accounts and Associated Companies
57 1941324 85 17431015(f) Post Balance Sheet Events and Contingencies
81 681603 10182720 116(g) Earnings Per Share
3 48 282 148115 1045824(h) Directors' Report
121 640 161032 1874924(i) Audit Report,
40 72179 120 19910 126(j) Disclosure Required by Companies Ordinance
316 45112877 1428515(k) Others, such as Related Party Transactions,
Typographic Errors, Provisions, etc.
32 655 18116 155946031 17168348 10958Total in Number
100%189699G'33%17%19%4%Total in Percent
1 The size of the sampled companies can be measured by the following four bases: (a) Turnover, (b) Profit before extraordinary items,
(c) Market capitalisation, (d) Shareholders' funds (i.e. net assets or net worth). While banking, shipping, and private companies are
specifically exempted by the Companies Ordinance to disclose the turnover figure, it is impossible to use it as a basis of comparison.
As just one single year results have been used, it is considered inappropriate to use profit before, extraordinary items to measure the
company size. Market capitalisation at the respective balance sheet date is subject to short-term market price fluctuation in respect of
individual stocks. Shareholders' funds, among the four bases, are considered the most appropriate method for measuring the size of the
sampled companies because both of the net asset backing and the undistributed cumulative profitability attributable to shareholders are
taken into account.
2 The size of the stunpled companies is, 2or the purposes oI Lnls sLUUy, UlvluciA i iv n .«.cb.,.....,.•• - -c,
taken into consideration the net assets distribution of the sampled companies.
3 C= Compliance with disclosure requirements
N= Non-compliance with disclosure requirements.
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The Relationship between Business Sectors and Disclosure
in this section, we present the distribution of
departures from disclosure requirements across major
industry groupings. The sampled companies were
categorised into six industry groups, according to the
Sectorial Indices of Hong Kong Index: Finance, Utilities,
Properties, Consolidated enterprises, Industrials and
Hotels. The association of business sectors of the
companies and departures from disclosure requirements is
shown in Table 5.2. The results showed that 44 percent
of the departures detected occurred in properties
companies, 26 percent in industrial sector and 13 percent
in financial companies. Many of the results revealed by
industry breakdown in Table 5.2 are not surprising. For
example, among property companies, about 50 percentl of
the departures detected occurred in the depreciation
accounting for fixed assets, directors' reports and also
in post balance sheet events and contingencies, mainly
due to their nature of business. The study also revealed
that a relatively large number of departures involved
audit reports (22 percent2) among property companies.
It may be useful to compare our results insofar as
possible to those generated by another study carried out
by Hylas and Ashton (1982)3. Hylas and Ashton (1982)
'Departures in depreciation accounting for fixed
assets= 14/(13+ 14) x 100%= 51.9%
Departures in directors' report
= 13/(14+ 13) x 100%= 48.1%
Departures in post balance sheet events and contin-
gencies= 11/(16+ 11) x 100%= 40.7%.
2Departures in audit report
= 6/(21+ 6) x 100%= 22.2%.
3Hylas, R.E. and Ashton, R.H., Audit Detection of




THE RELATIONSHIP BETWEEN BUSINESS SECTORS AND DEPARTURES FROM DISCLOSURE REQUIREH NIS
N U M B E R O F C O M P A N I E S
OONSOLID.
TOTALHOTELSFINANCE UTILITIES PROPERTIES allERPRISFS: INDUSTRIALS
NC2 NN CCCNCNCNN2 C
220 544322248192 273(a) Disclosure of Accounting Policies
30 7342230610 264010(b) Extraordinary Items and Prior Year Adjustments
71 69320 23630 24419(c) Statements of Changes in Financial Position
373 391817511413316 4(d) Depreciation Accounting for Fixed Assets
101 66360 19620 25419(e) Group Accounts and Associated Companies
191 5735205 111160419(f) Post Balance Sheet Events and Contingencies
80 6842231550 224010(g) Earnings Per Share
280 484101515132 14228(h) Directors' Report
120 6443222460 21419(i) Audit Report
41 7231240610 26419(j) Disclosure Required by Companies Ordinance
312 45252015152 12264(k) Others, such as Related Party Transactions,
Typographic Errors, Provisions, etc.
9 655 1813513 228 4779 539 2183586 24Total in Number
1 oo%:5%126%7%44X5X13%Total in Percent
1 Business sectors are classified according to the Sectorial tnaices of nong nong Inuex.
2 C= Compliance with disclosure requirements
N= Non-compliance with disclosure requirements.
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performed an empirical study in which 281 errors were
found out of 152 companies. Among the 281 errors, 85
errors (30 percent) occurred in financial companies and
63 errors (22 percent) occurred in industrial companies.
The Relationship between Auditors and Disclosure
The primary responsibility for preparing the annual
report rests with the company. The company's auditors,
however, may exercise some influence or provide some
advice regarding the level of disclosure as required.
Specifically, it could be agrued that larger, more
well-known auditing firms may be able to exercise greater
influence and hence they may be associated with higher
disclosure levels. Singhvi and Desai (1971)1 found that
large auditing firms were significantly associated with
better quality of disclosure.
There were six major auditing firms engaged by our
sampled companies (Peat, Marwick, Mitchell Co.2, Price
Waterhouse, Ernst Whinney, Deloitte Haskins Sells,
Kwan Wong Tan Fong, Thomas Le C. Kuen Co.) and their
performance was separately evaluated in our study. Other
auditors were categorised into 'Other foreign firms' or
'Other local firms'.
The association of auditors with departures* from
disclosure requirements is shown in Table 5.3.
1Singhvi, S.S. and Desai,. H.B., An Empirical
Analysis- of the Quality of Corporate Financial
Disclosure., The Accounting Review, January, 1971.
/-With effect from 1 April 1988, the legal name of
Peat, Marwick, Mitchell Co. is changed to Peat Marwick.
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TABLE 503
THE RELATIONAHIP BETWEEN AUDITORS AND DEPARTURES GROM DISCLOSURE PEQUIREMENTS
(a) Disclsoure of Accounting Policies
(b) Extraordinary Items and Prior Year Adjustments
(c) Statements of changes in Financial Position
(d) Depreciation Accounting for Fixed Assets
(e) Group Accounts and Associated Companies
(f) Post Balance Sheet Events and Contingencies
(g) Earnings Per Share
(h) Directors' Report
(i) Audit Report
(j) Disclosure Required by Companies Ordinance
(k) Others,such as Related Party Transaction,
Typographic Errors, Provisions, etc.
Total in Number
Total in Percent
1 C=Compliance with disclosuer requirements
N=Non-comopliance with disclosure requirements.
2
Peat,marwick,Mitchell&Co.,Price Waterhouse,Ernst,and whinney,and Deloitte Haskins&Sells are international auditing firms.
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12 4 18 5 3 1 2 2 2 1 11 4 3 1 3 4 54 22
16 0 22 1 4 0 4 0 3 0 13 2 4 0 7 0 73 3
15 1 22 1 3 1 4 0 3 0 13 2 4 0 5 2 69 7
10 6 11 12 1 3 2 2 2 1 7 8 2 2 4 3 39 37
14 2 18 5 4 0 3 1 2 1 14 1 4 0 7 0 66 10
13 3 20 3 3 1 2 2 2 1 10 5 3 1 4 3 57 19
15 1 19 4 4 0 3 1 3 0 14 1 4 0 6 1 68 8
13 3 14 9 3 1 3 1 1 2 9 6 3 1 2 5 48 28
14 2 22 1 2 2 4 0 2 1 11 4 2 2 7 0 64 12
16 0 22 1 4 0 4 3 14 1 4 0 5 2 72 4
10 6 16 7 2 2 2 2 2 1 9 6 2 2 2 5 45 31
48 28 204 49 33 11 33 11 25 8 125 40 35 9 52 25 655 181
16% 27% 6% 6% 4%
22% 5% 14% 100%
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The results showed that there was no significant
difference in the disclosure departures between companies
audited by big auditing firms and those by smaller
auditing firms. This showed that auditors appeared to
have little influence on the levels of disclosure made by
companies in their annual reports. This contrasts with
Singhvi and Desai's research in the United States of
America where they found a positive association between
'Big Eight' auditors and levels of disclosure.
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CHAPTER VI
CAUSES OF NON-COMPLIANCE WITH
DISCLOSURE REQUIREMENTS
Introduction
in chapter four, we analysed the departures from the
disclosure requirements in the sampled companies. The
results showed that the level and quality of disclosure
was less than satisfactory. In this chapter, we attempt
to look into the causes of non-compliance with accounting
standards and non-observance of the Companies ordinance
occurred in the annual reports of selected Hong Kong
listed companies. The review was performed by means of
an interview survey with several executives of companies
and the audit managers of auditing firms.
Views of Company Executives
Executives from five listed companies were
interviewed. They were the Financial Controllers or
Accounting Managers of the companies. According to the
interviewees, they had to prepare the financial
statements in accordance with the disclosure requirements
imposed on companies by the Companies Ordinance, the SSAP
and the Securities (Stock Exchange Listing) Rules 1986.
As all these requirements were amended and revised
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from time to time, the executives could not cope with the
up-to-date requirements and this situation was reflected
in their financial statements.
On the other hand, difficulties were occasionally
experienced in interpreting and applying the Companies
Ordinance and the SSAP. An example was cited that
according to paragraph 18 of SSAP 6, land and buildings
are regarded as separate assets. However, neither the
SSAP nor the Companies' Ordinance explicitly requires the
land and buildings to be separately shown under the fixed
assets. In this way, the executives did not know whether
they should separately show the movement of land and
buildings in their annual accounts.
Also, there were costs to companies to comply with
government required disclosure. The costs included the
additional expenses of keeping records and organising
accounting data, that would not have been incurred in the
absence of the disclosure statutes. In particular, the
stock exchange's disclosure requirements require
publication of more data than are required by the
Companies Ordinance. For example, the Securities (Stock
Exchange Listing) Rules 1986 requires a geographical
analysis of turnover and trading results, and an
explanation of any material difference between the
trading results for the year and any published forecast
made by the company. Therefore, companies without
incurring additional costs could hardly record all of the
specific data required of them.
The interviewees further commented that many public
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companies obtained the services of outside directors who
did not have the time to 'audit' the company's officers
engaged in the preparation of the financial statements.
The directors signed the statements finalised by them
without knowledge of the irregularities, and thus the
departures were released to the public unnoticed.
An interviewee remarked that he prepared the
financial statements in accordance with the directives
laid down by the overseas holding company, rather than
the local statutory requirements, though compliance with
the holding company's accounting directives would ensure
compliance with the Hong Kong disclosure requirements in
all material respects. So long as the holding company
accepted his financial statements, he did not concern
with the quality of disclosure in the local statutory
accounts, and he was always prepared to accept a'
qualified audit report in this respect.
In passing, it is noteworthy to draw our attention
to the experience of a financial controller who observed
that there was a trend for large public companies to
increase the level of voluntary disclosure. There were
three key areas where disclosure was increasing.
(i) Social responsibility disclosure- such information
covered environment, fair business practices,
community involvement, etc.
(ii) Simplified reports- these involved the use of
graphic illustrations -and narrative explanations, to
communicate selected aspects of the financial
statements.
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(iii)Analyses of shareholdings- these commonly showed
the number and type of shareholders and the size of
their holdings.
Therefore, in the future, we can expect companies to
become increasingly aware of the benefits to be made from
the adoption of specific disclosure practices.
Views of Auditors
Five audit managers of Peat, Marwick, Mitchell
Co., Price Waterhouse and two other local firms were
interviewed. According to the interviewees, a large
proportion of the departures from disclosure requirements
were caused by insufficient accounting knowledge of the
clients including insufficient awareness of general
accounting concepts and the requirements of the Companies
Ordinance. Also, other types of clients' personnel
problems, such as staff turnover, engagement of new or
inexperienced employees, carelessness, incompetence and
time pressure, caused errors in financial statements. As
such, they emphasised the importance of evaluating
clients' personnel before determining the extent of
reliance on internal control and the amount of detailed
testing to undertake.
There were errors which were considered by the
auditors to have been purposely caused by client
management or employees. These usually occurred in small
companies and involved attempts to improve the appearance
of the companies' financial conditions.
55
The interviwees remarked that the principal action
an auditor could take if he disagreed with the content of
a company's accounts was to 'qualify' the audit report.
The wording of various qualifications was suggested by
the auditing guidelines issued by the HKSA. However, due
to the difficulties encountered by some auditors in
interpreting the guidelines, qualifications were
sometimes hard to identify in an audit report and might
be misinterpreted by non-expert readers. The vast
majority of audit qualifications resulted in the 'subject
to' or 'except for' audit reports, but the reports would
usually go on to say that the accounts show a true and
fair view, and so there might be no adverse reaction to
the accounts by users.
It was commented that the threat of a qualified
audit report did not constitute an effective incentive to
comply with professional regulations because many company
managements were prepared to accept qualification for
non-compliance with accounting standards.
Three audit managers claimed that more departures
would be found in companies which engaged small local
auditing firms, though such comment was not explicitly
endorsed by the interviewees from other local firms. The
small firms did not have sufficient human and financial
resources to keep abreast of the ever-changing disclosure
requirements. In those firms, it was very likely that
only the audit partners were qualified accountants who,
however, were unable to spend their valuable time in
studying the implications of. all the new accounting
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standards, amendments to the Companies ordinance and
stock exchange rules. As such, departures from
disclosure requirements were likely to occur in their
clients' financial statements. On the contrary, large
public accounting firms established well-organised
professional practice departments and technical advisory
departments to deal with the technical aspects of the
financial statements. Full time qualified accountants
were employed in those departments to keep an eye on the
developments of the disclosure requirements. They
rendered technical advice to their colleagues by means of
circulars, seminars and personal consultations to ensure
that all the financial statements complied with
statutory, accounting and stock exchange requirements.
The interviewees further commented that despite the
above reasons, the small auditing firms were still
engaged by companies simply because their audit fees were
relatively cheap, as compared with those of large
auditing firms. More importantly, the clients' financial
statements received less 'criticism' from small auditing
firms than the large ones. It was, therefore, not
surprising to find that departures from disclosure
requirements would occur in such financial statements.
We could see that the views of our interviewees came
in line with the research performed by Hylas and Ashton
(1982).1
1Hylas, R.E. and Ashton, R.H., 'Audit Detection of






. In the previous chapters, we have presented the
findings from the interview survey on the causes of
departures from disclosure requirements and the analysis
of annual reports of a sample of Hong Kong listed
companies. In this chapter, we attempt to draw some
conclusions from the findings and suggest recommendations
for the better understanding of corporate reports. As
the research is intended to be an explanatory one in the
subject of annual reports of local companies, no attempt
has been made to make vigorous theorisation from the
data. However, the departures from disclosure
requirements identified do reflect the unique
characteristics of the Hong Kong accounting standards,
and the management and auditors' attitude towards the
disclosure requirements, which are somewhat different
from those in other countries.
Conclusions
The analysis of the annual reports in- Chapter Four
revealed major departures from disclosure requirements in
certain of the annual reports of a sample of Hong Kong
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listed companies in 1986/87, and a summary of the
findings is set out in.appendix 6.
Futhermore, the findings presented in Chapter Five
suggested that large public companies (i.e. those with
shareholders' funds more than HK$500 million) and very
small public companies (i.e. those with shareholders'
funds less than HK$6 million) had the fewest departures
from disclosure requirements.
Among the six industry groups, property companies
had the largest number of departures occurred in their
annual reports, followed by industrial companies and
financial companies.
Concerning the association of auditors and
departures from disclosure requiremnts, there was no
significant difference in respect of disclosure
departures between big auditing firms and small auditing
firms.
The causes of non-compliance with the various
disclosure requirements were examined by means of an
interview survey. The findings of the interviews
suggested that the important causes of the non-compliance
were mainly as follows:
(i) difficulties in interpreting -the disclosure
requirements and auditing guidelines,
(ii) insufficient awareness of general accounting
concepts,
(iii)proficiency of staff,
(iv) management intention to improve the appearance of
the companies' financial condition and
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(v) lack of resources to keep abreast of the changes in
the disclosure requirements.
Distortion of Financial Statements
In view of the disclosure departures in the annual
reports, the financial conditions of the companies
oncerned were certainly distorted. Based on our
findings as presented in the previous chapters, the
Lmportant areas of distortion were discussed as follows:
a) There was no basis on which the investors could
assess the appropriateness of the valuation methods
of the company's stocks and fixed assets
(b) Where the diluted earnings per share were not
disclosed, the investors were not aware of the fully
diluted effect on the earnings per share
(c) Without a geographical analysis of the company's
operations, the investors could not understand the
company's performance in foreign countries
(d) With an inadequate audit report, the investors could
be misled by the auditors in relation to the
financial conditions of the company
(e) The irregularities of the related party transactions
would overstate or understate the -company's profit
during the year
(f) Where a subsidiary was excluded from consolidation
and the required information was not disclosed, the
investors had no means to know. the impact of the
subsidiary on the group's financial position.
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Recommendations
In this section, we present our recommendations
qhich would be useful in remedying the situation of
ion-compliance with the disclosure requirements.
(a) Shareholders rely on the independent auditors to
audit the annual accounts of their companies.
However, under the existing statutory requirements,
the directors' reports need not be audited by the
auditors and thus the directors' report can be
published even though the contents are not correct
or even misleading. As such, it is recommended that
the directors' reports should be subject to audit
and the auditors should express an opinion on the
contents of the reports in the similar way as to the
company's balance sheet and profit and loss account.
(b). According to paragraph 22 of the HKSA's Statement of
Auditing Standard 3.102, the forms of qualification








Unfortunately, there is no clear guideline for the
auditors to decide whether a problem area is
fundamental or not. In view of the difficulties
encountered by some auditors in interpreting the
auditing guidelines, it is recommended that a clear
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guideline should be given to auditors as regards the
situation under which a problem area should be
considered fundamental. Futhermore, the wording of
a qualified audit report should be as precise as
possible so that an ordinary investor can thoroughly
understand its intended meaning.
(c) As pointed out by an interviewee, there were
directors who attempted to improve the appearance of
the companies' financial statements, but the
Companies ordinance never imposes any penalties on
the directors for having an audit report with
qualified opinion. It is, therefore, recommended
that certain penalty measures should be provided
against company directors for wilful departures.
(d) In view of the difficulties experienced by small
companies and small auditing firms to keep abreast
of changes in disclosure requirements, it is
recommended that the HKSA should compile for its
members a checklist incorporating all the disclosure
requirements. The checklist should be updated
regularly and whenever new disclosure requirements
are promulgated.
Recommendations for Future Researches
Future researches could be conducted on the
discussion of further disclosure requirements and on the
concerted precautionary and disciplinary measures which
could be introduced against listed companies and their
directors for wilful non-compliance and against the




An auditor is required by section 141 of the
Companies ordinance to report whether:
(a) the balance sheet gives a true and fair view of the
state of the company's affairs
(b) the profit and loss account gives a true and fair
view of the profit or loss for the year
(c) in the case of a holding company submitting group
...accounts, the group accounts give a true and fair
view of the state of affairs and profit or loss of
the company and its subsidiaries so far as concerns
the members of the company and
(d) the financial statements give the information
required by the Companies ordinance in the manner
required by the Ordinance.
If the auditor is not satisfied with any of these
matters, he must say so in his report. If the report
remains silent on these points, the shareholders are
entitled to assume that the auditor has reached a
satisfactory opinion on those points.
APPFNfIX 2
香 港 中 文 大 學THE CHINESE UNIVERSITY OF HONG KONG
香 港 祈 界 沙 田 . 電 話 ： 一 二 六 三 三 一 一SHATIN NT HONG KONG•TEL. 1263311 CABLE ADDRESS• SINOVERSITY
三 年 制 工 商 管 理 碩 士 學 位 課 程 5-230011 Ext. 1 14 (K wok)
I hree-Year MBA Programme
3-7197218 (Lau)




REQUEST FOR ANNUAL REPORT
We are students of the three-year MBA programme of the Chinese
University of Hong Kong, and are undertaking a survey on the
annual reports of listed companies incorporated in Hong Kong. in
this connection, your company has been selected as one of our
samples for the survey.
We should therefore be most grateful if you would supply us,
preferrab l y before 15th November, 1987, with a copy of your
company's annual report for the accounting period ended at a date
in 1986. A self-addressed mailing label is enclosed for your use in
this respect.
Yours fautgfully





The Chinese University of Hong Kong
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APPENDIX 3
FULL LIST OF SAMPLED COMPANIES
SHAREHOLDERS
FUNDSAUDITORSYEAR/PERIOD ENDNAME OF COMPANYNATURE OF BUSINESS
HK$ MILLION
35.11987 Touche Ross Co.31 March1 Creative Investment Limited(1) Finance 206.7M.B. Lee Co.31 December 19862 Estate Finance Limited US$159.SMPrice Waterhouse31 December 19863 First Pacific Holdings Limited 4,366.8Peat, Marwick, Mitchell31 December 19864 Hang Seng Bank Limited 329.11987 Peat, Marwick, Mitchell30 JuneHongkong Industrial and Commercial Bank Limited5 50.3Thomas Le C. Kuen Co.31 December 19866 Public Finance (H.K.) Limited 6.51987 Deloitte Haskins Sells31 March7 Sunstate Finance limited 16.41986 Thomas Le C. Kuen Co.Tek Lee Finance And Investment Corporation Limited 31 December8 946.1Peat, Marwick, Mitchell31 December 19869 The Bank of East Asia, Limited 26,511.0Price Waterhouse/31 December 1986The Hongkong and Shanghai Banking Corporation10 Peat, Marwick, Mitchell
12.0Peat, Marwick, Mitchell31 December 1986Asia Lands And Properties Limited11 32.5(2) Properties Kwan Wong Tan Fong31 January 1987Buildmore International Limited12 61.41987 Leung Leung31 MarchEssential Enterprises Company Limited13 0.4H.L. Leung Co.31 January 198714 E. Tung Properties limited 393.61986 Kwan Wong Tan Fong31 March15 Far East Consortium Limited 66.31986 Peat, Marwick, Mitchell31 MarchFirst City Investments Ltd.16 4,525.41987 Peat, Marwick, Mitchell30 JuneHenderson Land Development Co. Ltd.17 57.41987 Ernst Whinney30 April18 Holian Investments limited 148.2Ernst Whinney31 December 1986Hon Kwok Land Investment Company Limited19 19.51986 Ernst Whinney30 June20 Hongkew Holdings Limited 48.3Deloitte Haskins Sells28 February 1987Hongkong Far East Credit Properties Limited21 1.0Thomas Le C. Kuen Co.31 December 1986Hongkong Macau Development Company Limited22 2,844.61987 Peat, Marwick, Mitchell31 MarchHongkong Realty and Trust Company, Limited23 4,936.2Kwan Wong Tan Fong31 December 1986Hysan Development Company Limited24 70.11986 M.B. Lee Co.31 MarchKai Ming Investment Company Limited25 100.8Kwan Wong Tan Fong198631 JulyLee On Realty Enterprises Limited26 91.1Ernst Whinney31 December 1986Lucky Man Properties Limited27 144.2Price Waterhouse/H.C. Watt30 September 1986Melbourne Enterprises Limited28 2,950.41986 Price Waterhouse30 JuneNew World Development Co. Ltd. 49.029 F.S. Li Co.30 September 1986Pokfulam Development Company Limited 66.330 1987 Kwan Wong Tan Fong31 MarchShun Ho Lands Investments Limited 4,974.931 1987 Kwan Wong Tan Fong30 JuneSun Hung Kai Properties Limited 368.832 Price Waterhouse31 December 1986Tai! Sang Land Development Limited 104.533 Kwan Wong Tan Fong31 December 1986Tak Wing Investment (Holdings) Limited 20,020.034 Peat, Marwick, Mitchell31 December 1986The Hong Kong Land Company Limited 103.035 Kwan Wong Tan Fong198731 MarchTrafalgar Housing Limited 11.036 1987 H.L. Leung Co.31 MarchWah Ha Realty Company Limited37
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APPENDIX 3
FULL LIST OF SAMPLED COMPANIES
SHAREHOLDERS'
FUNDSAUDITORSYEAR/PERIOD ENDNAMEOF COIMPANYNATURE OF BUSINESS
HK$ MILLION
4,098.31987 Deloitte Haskins Sells31 March38 Hong Kong Telephone Company Limited(3) Utilities 7,082.5Peat, Marwick, Mitchell31 December 198639 Hongkong Electrics Holdings Limited 224.5Peat, Marwick, Mitchell31 December 1986The Cross-Harbour Tunnel Company, Limited40 643.131 December 1986 Peat, Marwick, MitchellThe Kowloon Motor Bus Company (1933) limited41
7,331.3Kwan Wong Tan Fong31 December 1986Cheung Kong (Holdings) Limited(4) Consol. Enterprises 42 112.81987 Kwan Wong Tan Fong31 March43 Chuang's Consortium Limited 9,777.0Price Waterhouse31 December 198644 Hutchison Whampoa Limited 19,421.0Price Waterhouse31 December 198645 Swire Pacific Limited 4,457.51987 Peat, Marwick, Mitchell31 March46 The Wharf (Holdings) Limited 5,163.41987 Price Waterhouse31 MarchWorld Internatioal (Holdings) Limited47
296.8Price Waterhouse31 December 198648 Asia Insurance Company Limited(5) Industrials 1,897.8Peat, Marwick, Mitchell31 December 198649 Cathay Pacific Airways Limited 232.3Price Waterhouse31 December 198650 Conic Investment Company Limited 200.71986 Kwan Wong Tan Fong31 March51 Far East Holdings (1982) Limited 5.9Price Waterhouse31 December 1986Far East Wool and Fibre Mill, Limited52 US$ 11.7MPrice Waterhouse31 December 198653 F.P. Special Assets Limited 436.4Kwan Wong Tan Fong31 December 1986Green Island Cement Company, Limited54 584.1Price Waterhouse31 December 198655 HK-TVB Limited 361.1Price Waterhouse31 December 1986Hong Kong Aircraft Engineering Company Limited56 178.7Price Waterhouse31 December 1986Hong Kong Carpet (Holdings) Limited57 57.6Kwan Wong Tan Fong31 December 1986Hong Kong Worsted Mills, Limited58 698.01987 Arthur Anderson.30 JuneImpala Pacific Corporation Limited59 963.51987 Peat, Marwick, Mitchell31 MarchLane Crawford Holdings Limited60 37.531 December 1986 Baker BookeOntrade International Limited61 (US$ 364.8M)Price Waterhouse31 December 1986Orient Overseas (Holdings) Limited62 (US$ 7.9M)Ernst Whinney31 December 198663 Promet Petroleum Limited 239.0Kwan Wong Tan Fong31 October 1986Shell Electric Mfg. (Holdings) Company Limited64 161.11986 Price Waterhouse30 JuneSouth China Morning Post Limited65 446.5Price Waterhouse31 December 1986South Sea Textile Manufacturing Company, Limited66 1,168.91987 Price Waterhouse31 MarchWionsor Industrial Corporation Ltd.67 135.1Price Waterhouse28 February 198768 The Shui Hing Co. Ltd. 81.81987 Price Waterhouse30 June69 Unitex Limited 0.0Charles Mar Fan Co.31 December 198670 Uniworld Shipping Limited (US$254.4M)1987 Price Waterhouse31 MarchWah Kwong Shipping Group Limited71 29.1Li, Tang Chen Co.198631 MarchYue Hwa Chinese Products (Holdings) Limited72
1,447.0Peat, Marwick, Mitchell31 December 1986Dairy Farm International Holdings Ltd.73 518.5(6) Hotels Kwan Wong Tan Fong31 December 1986Far East Hotels and Entertainment Limited74 85.1Thomas Le C. Kuen Co.3] December 198675 Park Hotel Limited 653.6pint.. Marwick. Mitchell3] December 1986The Hongkong-and Shanghai Hotels, Limited76
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PEAT, MARWICK, MITCHELL CO.
CHECK LIST- COMPANIES ACCOUNTS
PMM 33
EXPLANATORYNOTES
1. A check list of information to be disclosed in the annual reports and accounts of companies is attached. The list
incorporates the requirements of the Companies Ordinance and Statements of Standard Accounting Practice in Hong
Kong.
2. The list is sub-divided under the following headings:
Section A Special types of company
Section B Balance sheet
Section C Profit and loss account
Section D Group accounts- special situations
Section E Information to be given in accounts or annexed statements
Section F Directors' report
Section G Errors in accounts
Section H Auditors' report
Section I Requirements of Statements of Standard Accountieg Practice (SSAPs)
3. The list is designed to do no more than indicate in abbreviated form the various heads of disclosure to Which it
refers. It does not seek to comment on or interpret the Ordinance or SSAPs to which reference should be made on an}
point of doubt or difficulty. Mere compliance with the heads of disclosure will not of itself necessarily ensure
that the accounts give a true and fair view as required by the Ordinance and the circumstances of each case.
including any relevant requirerent.s of a company's memorandum and articles of association, will need to be
considered. Particular attention should be paid to private companies to which Section 141D of the Companies
Ordinance applies.
4. The references given are to the Companies Ordinance as amended except where otherwise indicated. The letters as
set out below and shown against each paragraph indicate the special type of company exempted from that particular
requirement:-
B for Banking Companies
I for Insurance Companies
S for Shipping Companies
P for Private Companies (to which Section 141D applies)
5. Where the Ordinance states that information need not be given if it is not material, the relevant item is marked
with an asterisk, thus*.
6. Legislative changes which affect financial statements in respect of periods commencing on or after 31st August, 1984
ate underlined (namely Note 1 at bottom of page 5 and items 93 to 95 on page 7).
7. One copy of the check list should be used on each company's annual audit where the audit time exceeds 60 hours each'item should be initialled by the senior in charge as having been checked or marked 'N/A (not applicable), B, I,
S or P, as the case may be, on the left-hand side in the spaces provided.
8. Separate columns are provided respectively for the company's accounts (Co.) and the consolidated accounts (Cons.
for use as required. in the case of a holding company producing only a consolidated profit and loss account, the
first column of Section C should be deleted.







(Initial. each item when checked on the left hand side or mark N/A as appropriate ei cpL-
case of the special type of company exempted from that particular requirement where the
appropriate letter as indicated in Explanatory Note 4 should be inserted)
A. SPECIAL TYPES OF COMPANY Reference
Banking Company
10th Sch.26(3)For the purposes of the 10th Schedule of the companies vrainance a UCAL.R1«
company means any company which carries on banking business and holds a valid
licence granted under the Banking Ordinance authorising it to do so in Hong Kong.
I_ nnnc the comvanv carry on banking business and hold a valid naming licence
Insurance Company
An insurance company- is not defined in the Companies Ordinance, but may be taken
as a company authorised to carry on any class of insurance business under the
Insurance Companies Ordinance.
10th Sch.27(1)2. Is the company authorised to carry on any class of insurance business under
proviso
the Insurance Companies Ordinance?
OR
10th Sch.2i(2)
3. Is the company a wholly-owned subsidiary of such insurance company and
does its business consist only of business complementary to the latter?
10th Sch.27(1)(Note: The Financial Secretary may direct any insurance company whose business
includes to a substantial extent business other than insurance business proviso
to comply with certain of the provisions of the 10th Schedule.)
Shipping Company
For the purposes of the 10th Schedule of the Companies Ordinance, a shipping 10th Sch.28(3)
company means a company which, or a subsidiary of which, owns ships or includes
amongst its activities the management or operation of ships and which has satisfied
the Financial Secretary that it ought to be treated as a shipping company.
4. Has the Financial Secretary agreed that the company wgrit to ce cuss .CCU
a shipping company?
Private Company
Section 29For the purposes of the Companies Ordinance, a private company means a company
which by its articles:-
f-. ti- riser rn Transfer its shares: and
(b) limits the number of its members to 50, not including persons wnc are in me
employment of the company and persons who were formerly in the employment of
the company and during that time were members of the company and
(c) prohibits any invitation to the public to subscribe for any snares o
debentures of the company.
Do the company's articles indicate it to be a private company?
In addition, in order for private companies to claim exemption from the various
requirements indicated by the letter P, the company must not:
Section 141 D(3)(a)6. Be a subsidiary of another company formed and registered under the
Companies Ordinance, or have any subsidiary.
Section 141 D(3)(b7. Carry on banking business or hold a valid banking licence.
Section 141 D(3)(c8. Be a dealer registered under the Securities Ordinance.
9. Either solely or in common with any other business:
Section 141 D(3)(d)(a) carry on insurance business otherwise than solely as an agent.
Section 141 D(3)(e)(b) by way of trade or business, other than banking business, accept loans of
money at interest, or repayable at a premium, otherwise than on terms
involving the issue of debentures or other securities.
Section 141 D(3)(f)(c) own and operate ships or aircraft engaged in the carriage of cargo
between Hong Kong and places outside Hong Kong.
In addition
Section 141 D(1)10. All the shareholders uu st have agreed in writing that the company is to claim





ReferenceShare Capital and Reserve:Co. Cons.
10th Sch.211. Summary of authorised and issued share capital.
10th Sch.2(a)12. Redeemable Preference Shares:
(a) earliest and latest dates for redemption
(b) whether at company's option or in any event
(c) whether any (and if so what) premium is payable on redemption.
10th Sch.2(b)13. Share capital on which interest paid out of capital and.rate of interest
(unless stated in the profit and loss account).
10th Sch.2(c)14. Share Premium Account.
15. Number, description and amount of shares tor Which options to suoscrioe nave 10th Sch.12(2)
been granted- stating price to be paid and period of option.
10th Sch.12(3)
16_ Arrears of fixed cumulative dividends and period(s) in arrears
10th Sch.4(l)(a)
*17. Aggregate amount of reserves (defined 10th Sch. 30(1)(b)) under a separate B I S Pheading, but classified under sub-headings appropriate-to the company's
business. (See Note 1 below.)
10th Sch.7 B I S P
*18. Source of any increase or application of any decrease in reserves under each
sub-heading, unless shown in the profit and loss account. (see also item 59)
Section 49(1)(d)19. Capital Redemption Reserve Fund.
Liabilities and Provisions
10th Sch.220. (a) Summary of liabilities with such particulars as are necessary to disclose
teir oanpral nature.
*(b) Liabilities to be classified under headings appropriate to company -s 10th Sch.4(1) B I S P(a)business.
10th Sch.2(d)21. Particulars of redeemed debentures that the company has power to reissue.
10th Sch.1022. State if any liability is secured on assets (it is not necessary to speci
the assets) otherwise than by operation of the law.
I P10th Sch.12(4)23. Particulars of any charge on assets to secure liabilities of ancther person
and (where practicable) the amount secured.
10th Sch.4(1)(a)
*24. Aggregate amount of provisions (defined 10th Sch. 30(1)(e)), other than B I S P& 6provisions for depreciation, renewals or diminution in value of assets. under
a separate heading, but classified under sub-headings appropriate to the
company's business. (See Note 1 below.)
8 I S P10th Sch.7*25. Source of any increase or application of any decrease in such provisions
under each sub-heading, unless shown in the profit and loss account.(see also item 59).
P10th Sch.30(2)26. Excess provisions of all kinds to be treated as reserves.
P10th Sch.18(2)27. Amounts due to subsidiary companies to be shown separately from all ocher
liabilities.
P10th Sch.19(1)28. Amounts due to holding and fellow subsidiary companies, distinguishing
debentures from other indebtedness.
P10th Sch.9(1)(e)29. Recommended dividends.
10th Sch.12(5) I P
*30. General nature of contingent liabilities not provided for and (where
practicable) the aggregate amount.
P10th Sch.12(6)
*31. Capital commitments and capital expenditure authorised by the directors but
not contracted for to be shown separately.
10th Sch.832. Amount set aside to prevent undue fluctuations in charges for taxation and 12(12) B Pany amount used from it for another purpose during the year.
P10th Sch.9(1)(d)B33. Bank loans and overdrafts in aggregate.
10th Sch.9(1)34. Other loans any part of which has more than 5 years to run, indicating the (d) & 9(4) B P
repayment terms and the rate of interest.
10th Sch.12(15) P35. Basis of computing Hong Kong protits tax.
10th Sch.11 P36. The nominal amount and book amount of any debentures of the company held for
the company by a nominee or trustee.
10th Sch.18(3) P37. The number, description and amount of any shares and debentures in the company
held by auhsidiarv companies or their nominees.
Note 1. Where reserves and/or provisions (other than in'relation to assets) are not stated separately in the balance
sheet of a banking or insurance company, any balance sheet amount arrived at after taking such reserves/
provisions into account must be so indicated, and the profit and loss account must indicate how its profit





10th Sch.238. (a) Summary of assets with such particulars as are necessary to disclose
their general nature.
10th Sch.4(1) I p*(b) Assests to be classified (if separable) under headings appropriate to
company's business.
10th Sch.4(2) I39. Fixed assets, current assets and other assets which are neither fixed nor
current shall be separately identified.
10th Sch.4(3) I40. State methods used to arrive at fixed assets under each heading.
10th Sch. 5 B I S P(a) State the aggregate of cost (or valuation), accumulated depreciation,
and net book value (except for items set out in 10th Sch.5(2)). (1) (3)
10th Sch. 5(4) B I S P(b) State how replacement is provided for and the aggregate amount of
provision made for renewals and not used (if replacement is provided for
under 10th Sch. 5(2)(b)).
10th Sch.12(7)41. Year and amount of any valuations of fixed assets (other than unlisted
B I S Finvestments) and if a valuation was made in the current period, the name or
qualifications of the valuer and the bases of the valuation used.
10th Sch.12(8)42. Additions and disposals of fixed assets (other than investments) under each
B I S Pheading. (see also item 59).
10th Sch.12(9) B I P43. Show separately:-









(defined 10th Sch.31(b)- (d)).
10th Sch.9(1)(b)44. Aggregate of goodwill, patents and trade marks, 'if ascertainable and so far as
P(2)not written off.
P10th Sch.1S(Z)45. Shares in subsidiary companies.
P10th Sch.18(2)46. Amounts due from subsidiary companies.
P10th Sch.19(1)47. Shares in fellow subsidiary companies.
P10th Sch.19(1)48. Amounts due from holding and fellow subsidiary companies distinguishing
debentures from other indebtedness.
10th Sch.9(1)(a)49. Listed investments distinguishing between those (3) 31(a) I P
(i) Listed in Hong Kong
(ii) Listed outside Hong Kong
(see note 1 below).
10th Sch.12(11)50. Market value of listed investments (and stock exchange value where market
BI Pvalue higher) (see note 1 below).
10th Sch.9(l)(a)51. Unlisted investments (see note 1 below),
I°31(a)
10th Sch.5(1)52. Where the directors' value of unlisted investments is not given, state:- I /-W% B I S P
(a) cost or valuation as shown in the company's books.
(b) amount provided or written off for depreciation, or diminution in value.
(r) difference between (a) and (b).
10th Sch.12(10) I P53. State if, in the opinion of the directors, the realisable value of any of the
current assets is less than the book value.
P10th Sch.12(13)*54. The manner in which stock and work in progress are computed,
Note 1: Care should be taken that these requirements are not overlooked in the case of associated






10th Sch.9(1)(c)55. Loans to employees or to trustees for employees or salaried directors to
purchase fully paid shares in the company.
Section 161B56. Officers' loans (see item 59 and note 2 below)
(a) Made before 31/8/8
Loans to officers of the company by the company or a subsidiary company,
or by a third party under a guarantee from or on a security provided by
the company or a subsidiary company, and any amounts repaid.
(b) Made on or after 31/8/81
(i) Particulars of every loan (refer to relevant PPD Circulars for details)
made by the company or by a third party under a guarantee from or on a
security provided by the company to
officers of the company
directors of its holding company
a body corporate controlled by a director of the company
persons etc. connected with directors of the company or of its
holding company, if the company is listed or belongs to the same
group as a listed company.
(ii) Particulars of every loan made by a subsidiary or by a third party
under guarantee from or on a security provided by a subsidiary to an
officer of the company.
10th Sch.357. Expenditure not written off in respect of:-
(a) preliminary expenses
(b) expenses of issue of shares or debentures
(c) commission paid on shares or debentures
(d) discounts allowed on debentures
(e) discounts allowed on shares
P10th Sch.12(14)*58. Basis of converting foreign currencies.
P10th Sch.12(16)59. Comparative figures for all balance sheet items (except for items 18, 25, 42
56 above).
PROFIT AND LOSS ACCOUNT
10th Sch.16(2)60. Turnover for the financial year and the method by which it is arrived a
B S Pexcept the amount, if any, attributable to banking or deposit-taking
business.
10th Sch.13(l)(g)61. Income from listed investments (see note 1 below).
BI P
10th Sch.13(l)(g) Si62. Income from unlisted investments (see note 1 below).
B I P
10th Sch.13(1)(h)63. Rent receivable (less out-goings) if it forms a substantial part of revenue
I P
Section 16164. Directors' emoluments distinguishing between amounts receivable in respect of
services as a director (whether of the company or its subsidiaries) and
amounts in respect of other offices (see note 2 below), and stating
separately:
(a) emoluments (including fees, percentages, expense allowances less actual
payments, pension contributions and estimated money value of benefits in
kind).
(b) pensions (including past directors)
(c) compensation (including past directors) in respect of loss of office
distinguishing between that receivable from the company, its subsidiary
companies and any other person.
10th Sch.1565. Auditors' remuneration, including expenses
Note 1: Care should be taken that these requirements are not overlooked in the case of associated
companies accounted for in accordance with SSAP No. 10 issued by the Hong Kong Society
of Accountants.
Note 2: This requirement does not apply to consolidated accounts but must be satisfied in
relation to the holding company (10th Sch. 22). This information is to be given





10th Sch.13(1)(b)66. Interest payable on:
B P(a) bank loans, overdrafts, and loans (other than ban( loans ana overararLsj
wholly repayable within five years.
(b) other loans.
10th Sch.13(1)(i)
*67. Hire of plant and machinery B I P
10th Sch.13(1)(a)68. Provision made for depreciation, renewals or diminution in value of fixed (4) B I S Passets and if not determined by reference to balance sheet values, that fac
to be stated.
10th Sch.17(2)69. Method of providing for depreciation or replacement of any fixed asset!
B I Potherwise than by charge under item 68 or fact that depreciation or
replacement is not provided for on any fixed assets.
10th Sch.13(3)70. Provision for renewal of any assets for which there is also a depreciatioi
B I S Pcharge under item 68.
10th Sch.13(1)(c)71. Tax charge, divided between: 17(3) B°
(i) Hong Kong tax and basis of computation.
(ii) overseas tax.
10th Sch.17(4)72. Any special circumstances affecting 'Liability to taxation for the period or
0 r
succeeding periods.
10th Sch.13(1)(d)73. Amounts provided for redemption of shares and of loans.
B P
10th Sch.13(1)(e)
*74. Transfers to or from reserves. B I s P
10th Sch.13(1)(f*75. Transfers to provisions (other than provisions for depreciation, etc.) and
I S P
withdrawals therefrom for another purpose.
Y10th Sch.13(1)(j76. Aggregate dividends paid and proposed.
Y10th Sch.1477. Any charge or credit relating to prior years.
10th Sch.17(6)*78. Unusual, exceptional or non-recurrent transactions or change in basis of
PBaccounting affecting profit and loss account.
P10th Sch.17(579. Comparative figures for all profit and loss account items.
D. GROUP ACCOUNTS- SPECIAL SITUATIONS
P10th Sch.18(4)80. If (a) group accounts are not submitted (see note 1 below), or
P10th Sch.24(b)(b) any subsidiary has not been dealt with by the consolidated accounts,
state:
(i) the reasons why subsidiaries are not dealt with in group accounts
(or consolidated accounts)
(11) net aggregate amount attributable to holding company of profits less
losses of such subsidiaries
(a) dealt with, and
(b) not dealt with
in its accounts, in each case further subdivided between:
financial years of subsidiaries ending with or during its
financial year and
their previous financial years since acquisition
*(iii) any qualifications in audit reports on accounts of subsidiaries or notes
on accounts which, if not made, would have been the subject of
qualifications, so far as not covered by the holding company's
accounts.
(iv) if any of the information required under (i), (ii) and (iii) above
not available, a statement to that effect.
Note 1: This also includes the case of a company where it is not required to prepare group





F10th Sch.24(a)81. In addition, in respect of any subsidiaries omitted from consolidated
accounts, the consolidated balance sheet must show:
10th Sch.18(2)(i) shares in and amounts due from and to such subsidiaries.
10th Sch.18(3) P(ii) number, description and amount of shares and debentures in the company
held by subsidiary companies or their nominees.
10th Sch.18(6)82. If financial years of any subsidiaries are not coterminous with that of the
& 25 Pholding company, state:
(i) directors' reasons therefor,
(ii) subsidiary companies' last accounting dates before that of the company
(or earliest and latest of those dates).
Section 123(5) F83. If holding company's profit and loss account is framed as a consolidated
profit and loss account, show how much of the consolidated profit or loss for
the financial year is dealt with in the accounts of the holding company.
E. INFORMATION TO BE GIVEN IN ACCOUNTSOR ANNEXED STATEMENTS
Section 129A P84. Ultimate holding company: name and country of incorporation.
Section 128(1)85. Particulars of subsidiaries
(i) name of company
(ii) country of incorporation
(iii) description and proportion (expressed as a percentage) of each class of
shares held (distinguishing between shares held by holding company and
other subsidiary companies respectively).
PSection 12986. Particulars of each investment (see note 1), representing trite than 20% of any
class of equity capital of that company or conaticuting more than 10% of the
investing company's assets, stating:
(i) name of company
(ii) country of incorporation
(iii) description and proportion of the nominal value of each class of shares
held.
Note 1: Investments of a company in fellow subsidiary companies are to be included.
Section 129DF. DIRECTORS' REPORT
P87. Principal activities of the company (and of its subsidiaries) and any
significant changes.
88. Recommended dividend.
89. Proposed transfers to reserves.
I S P90. Significant changes in fixed assets of the company (or any of its
subsidiaries).
P91. Issue of shares or debentures during the period
(i) reasons
(ii) class and number or amount
(iii) consideration received.
P92. Names of directors at any time during the period.
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93.Starement of existence and duration of any contract in force during the period
for management and administration of the whole or any substantial part of the
company's business,together with name of any director interested
thereni.
94.Particulars of any singifcant contract with the company irs subsidinary,
holding or fellow subsidiary company during the period,in which a director
was materially intersted.
95.Prticulars of directors' rights to acquire shares in or debentures of the
company or any other body corporate,under any arrangement to which the
company,its subsidiary,holing or fellow subsdidary company is a party.
96.Total amount of donations if over $1,000(including these made by
subsididaries).(see note l below)
97.Any ohter matteres "material for the appreciation of the company's state of
affairs".
98.Comparative figures for any information givcn in director' report instead of
accounts under Section 141C.
99.The state of the company's affairs (for private companies claiming exemption
under Section 141D,refer to Section A).
Note 1: This requierment does not apply if the company is a wholly-owned subsididary of
another company incorporated in Hong Kong.
G.ERRORS IN ACCOUNTS
100.Check list for common sources of clerical errors in accouncs:
(i) rounding differences of $1 between,for example:
(a) retained profit and proposed dividends in baiance sheet and the
same items in profit and loss account;
(b) retained profit in previous year's accounts and that brought
forward in current year;
(c) balance sheet/profit and loss account and notes thereto;
(ii) audit report and in particular references to:
(a) profit/loss;
(b) year/period;
(c) page numbers of accounts;
(iii) name of.client not spelt out exactly as registered;
(iv) inconsistent description or the same items,in balance sheet and
consolidated balance sheet;
(v) length of comparative period (year/period).
H AUDITOS' REPORT
101. Consider whether:
(i) accounts give a true and fair view (see Note l at end of
theis section);
(ii) accounts have been properly perpared in accordance with the provisions
of the Companies Ordinannce;
(iii) proper books of accounts have been kept;
(iv) proper returns adequate for audit have been received from branches not
visisted (where appilcable);
(v) accounts are in agreement with the books and returns;
(vi) all information and expanations necessary for purposes of audit have
been obtained;
(vii) an unpualified or qualified report should be given.














Auditing Standard 3.102102. Auditors' report should
(i) identify those to whom it is addressed and the financial statements to
which it relates
P(ii) state whether the financial statements have been audited in accordance
with approved Auditing Standards.
Section 141 1103. For private companies claiming exemption (refer Section A) consider whether
(i) all information and explanations necessary for purposes of audit have
been obtained
(ii) accounts are in agreement with the books of the company
(iii) accounts give a true and correct view
(iv) an unqualified or qualified report should be given.
Note 1: The auditors' report must refer to any significant departures from the
requirements of H.K.S.A.'s Statements of Standard Accounting Practice
(SSAPs), unless the auditors concur with the departures which are fully
explained in the notes to the financial statements. Where it is considered
that the departure is not justified, the auditors' report must quantify the
financial effect or if it is impracticable to do so, state the reasons. Where
adherence to an SSAP does not give a true and fair view, the report should be
qualified and the financial effect quantified (see HKSA Statement 3.310).
I. REQUIREMENTS OF STATEMENTS OF STANDARDACCOUNTING PRACTICE
The Hong Kong Society of Accountants has issued a series of Statements of
Standard Accounting Practice (SSAPs). The SSAPs describe methods of accounting
approved by the Society for application to all rinancial accounts intended to give
a true and fait view of a company's financial position and profit or loss.
Society members must observe the requirements of SSAPs and any significant
departure from the standard practice must be disclosed and explained. The audit
implications thereof are set out in Section H of the check list.
A summary of the disclosure requirements contained in the SSAPs is set out in
this section. These requirements are to be regarded as standard in respect of
accounting periods starting on or after the date specified in brackets after each
title.
Paragraph
ReferenceSSAP 1- DISCLOSURE OF ACCOUNTINGPOLICIES (1st July, 1975)
1. Disclose departures from fundamental accounting concepts (going concern, S
accruals, consistency and prudence).
2. Disclose briefly accounting policies for items judged material or critical 6, 21
in determining results for the period and stating financial position. Such
items may include:
treatment and amortisation of intangibles such as research and
development expenditure, patents and trademarks.
deferred taxation.
hire-purchase or instalment transactions.
leasing and rental transactions.
repairs and renewals.
property development transactions.
warranties for products, or services.
This list is not exhaustive and may vary according to the nature of the







SSAP 2- EXTRAORDINARYITEMS AND PRIOR YEAR ADJUSTMENTS(1st January, 1977
Extraordinary items
1. The profit and loss account for the year should show a profit or loss after 5
extraordinary items, reflecting all profits and losses recognised in the
accounts of the year other than prior year adjustments (see items 4 and 5
below) and unrealised surpluses on revaluation of fixed assets which should
be credited direct to reserves.
72. Extraordinary items (less attributable taxation) should be shown separately
in the profit and loss account for the year, after the results derived from
ordinary activities, and their nature and size disclosed.
6, 93. The profit and loss account for the year should, if there are extraordinaryitems, include the following elements:
(i) profit before extraordinary items (including items of abnormal size and
incidence from ordinary activities which should be separatelydisclosed)
(ii) extraordinary items (less taxation attributable thereto)
(iii) profit after extraordinary items.
Prior Year Adjustments
4. Prior year adjustments (less attributable taxation) should be accounted for by 8
restating prior years, with the result that the opening balance of retained
profits will be adjusted accordingly. The effect of the change should be
disclosed where practicable by showing separately, in the restatement of the
previous year, the amount involved.
95. A statement of retained profits/reserves showing any prior year adjustments
should immediately follow the profit and loss account for the year.
SSAP 3- STOCKS AND WORKIN PROGRESS(1st January 1977)
1. The accounting policies adopted in calculating cost, net realisable value, 13
attributable profit and foreseeable losses should be stated.
2. Stocks and work in progress, other than long-term work in progress:
(a) should be stated at the total of the lower of cost and net realisable 11
value of the separate items or of groups of similar items.
(b) should be sub-classified in a manner appropriate to the business so as to 14
indicate the amounts held in each of the main categories.
3. Long-term contract work in progress:
(a) should be stated at cost plus any attributable profit less any 12, 15
foreseeable losses, and progress payments received and receivable.
(b) if anticipated losses on individual contracts exceed cost incurred to
date less progress payments, such excesses should be shown separately
as provisions.
Definitions of the terms used in 2 and 3 above are given in Part 2 of SSAP 3.
In particular it should be noted that cost includes production overheads.
B I S PSSAP 4- STATEMENTSOF CHANGESIN FINANCIAL POSITION (lst January 1978)
1. Include in. statutory accounts a statement of changes in financial position for 6, 7
the period under review and for the corresponding previous period (unless
turnover or gross income is less than Si,000,000 per annum, or charity or non-
profit making entity).
2. If the accounts are those of a group, the statement should be framed to 10
reflect the operations of the group.
3. Disclose separately in the statement: 8
(a) profit or loss for the period,
(b) adjustment for items which did not use or provide funds in the period,
*(c) dividends paid,
*(d) acquisitions and disposals of fixed and other non-current assets,
*(e) funds raised by increasing, or expended in repaying or redeeming medium
or long-term loans or issued capital of the company,
*(f) increase or decrease in working capital subdivided into its components,
and movements in net liquid funds,
*(g) the effect of disposal or acquisition of subsidiaries, either as separate 10
items or by reflecting the effects on the individual assets and







SSAP 5- EARNINGS PER SHARE (LISTED COMPANIES ONLY) (1st January 1978) B I
91. Disclose basic figures on face of profit and loss account.
102. Note basis of calculation either in profit and loss account or note thereto
(including amount of earnings and number of equity shares).
11, 11(i3. 0 Disclose fully diluted figure (if dilution 5% or more) on face of profit
b (ii)and loss account and note basis of calculation.
11(iv)4. Give basic and diluted figures (items 1 and 3) equal prominence.
95. Corresponding amounts for basic earnings and, providing assumptions the same
11(iii)as for current period, for diluted earnings.
SSAP 6- DEPRECIATION ACCOUNTING(1st April 1978)
101. Disclose in the period of change the reason and effect of a change (if
material) from one method of depreciation to another.
2. Disclose in the period of change (if material) the effect of a change in 12
depreciation rate.
133. Disclose in the period of change (if material) the effect of a revaluation
on the depreciation charge.
144. Disclose separately (if material) the surplus or deficiency arising on a
disposal of depreciable assets.
205. Disclose the following for each major class of depreciable assets:
(a) the basis of arriving at the amounts at which depreciable assets are
stated in the financial statements,
(b) the depreciation methods used,
(c) the useful lives or the depreciation rates used,
(d) total depreciation for the period, and
(e) the gross amount of depreciable assets and the related accumulated
depreciation, distinguishing between the gross amount of depreciable
assets included in the financial statements at cost, those included at
directors' valuation and those included at professional valuation.
216. Where assets are depreciated for the first time under the terms of the
Statement either
(a) the amount of depreciation charged relating to prior periods should be
treated as a prior year adjustment, or
(b) the change in policy may be applied only to the current and future
financial statements. In this case the following information must be
disclosed in the financial statements or a note thereto:
(i) the effect on the results of prior accounting periods had assets
been depreciated from the time of acquisition and
(ii) the effect on the results of current and future accounting periods.
Note: Charitable, Government subvented and non-profit making entities are
exempted from complying with this accounting standard provided that full
disclosure of accounting policies is made.
SSAP 7- GROUPACCOUNTS(1st January 1982)
1. Where uniform group accounting policies are not used in consolidated accounts, if
disclose:
(a) different accounting policies used,
(b) amounts of assets and liabilities involved,
(c) effect on results and net assets, and
(d) reasons for the different treatment.
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2.If fiancial years of any subsidiares are not coterminous with that of
holding eompany,state for each principal subsidiary.
(a) its name,
(b) its accounting adate,
(c) the r4easons for using a different accounting date, and
(d) length of accounting period (if different).
3.Where a subsidiary is excluded from consolidation because of dissimilar
activities,include separeate financial statements for that subsidiary (or
comine with those of ohter subsidiaries with similar operations)which show:
(a) details of the holding company's interest
(b) particulars of intra-group balances,
(c) nature of transactios with the rest of the group,and
(d) reconciliation with the amount included in consolikated finanial
statements for the group's investment in the subsidiary,which
should be stared under the equity method of accunting.
4.Where a subsidiary is excluded from consolikation because of lack of effective
control, it should normally be dealt with in consolikdated financial statements
under the equity method of accounting.
5.Where a sudsidiary is excluded from consolikation because of severe
resrriccions,it should normally be stated at the amount under the
equtiy method at the date the restrictions came into force with no further
accruals of its profits of losses.Where this amount has been impaired by a
decllne in value of the investment (other than temporaty),provide for the
loss (consider investments individually and not in aggregate).
Disclose:
(a) its net assets,
(b) its profits of\r losses for the preiod,and
(c) any amounts included in the consolikated profit and loss account in
respect of:
(i) dividens received,
(ii) writing down of the investment.
6.where a subsidiary is excluded from consolidation because control is intended
to be temporary,show as a currnt asset at the lower of cost and net
realisable value.
7.State director' resons for:
(a)prepation of gorup accounts otherwise than as a single set of
consolidated accounts in circumstances different from those in paragraph
21 of the SSAP (Sec items 3 to 6 above);
(b) dealing in consolidated accounts with a subsidiary which would be
excluded under paraph 21 of the SSAP.
8.In respect of subsidiaries excluded from consolidation,disclose:
(a) the reasons for excluding a subsidiary from consolidation,
(b) the names of the principal subsidiarics excluded,
(c) any premium or disconut on acquitsition (the difference between the
purchase consideration and the fair value of assets acquired) to the
extent not written off. and
(d) any further detailed information required by the Companyies Ordinance.
9.Allocate purchase consideration of subsidiaries on basts of fair value of
underlying net tangible and intangible assets other than goodwill. Any
difference will represent premium or discount on acquisltion.
10.Sow effect on consolidated results of material acquisiting or dlsposals (the
date of acqulsltlon or disposal is defined as the earlier or the date on whicr




















11. Where there is a material disposal, the consolidated profit and loss account
should include:
(a) the subsidiary's results un to the date of disposal, and
(b) the gain or loss on sale of the investment, being the difference at the
time of sale between
(i) the proceeds of the sale, and
(ii) the holding company's share of its net assets together with any
premium (less any amounts written off) or discount on
acquisition.
33
12. Disclose names of principal subsidiaries and show for each of these
subsidiaries:
(a) proportion of the nominal value of issued shares of each class held
by the group,
(b) nature'of its business, and
(c) place of incorporation.
3413. Show minority interests separately but not as part of shareholders' funds
in the consolidated balance sheet.
3514. Show minority share of profits or losses for the year before extraordinary
items. Minority share of extraordinary items should be deducted from the
related amounts in the consolidated profit and loss account.
3615. Indicate the extent of significant statutory, contractuai, excnange conLrox
or taxation restrictions on the distribution of group distributable
reserves.
If retained profits of overseas subsidiaries are subject to further tax on
distribution, full provision should be made for such tax unless circumstances
justify a lower or no provision.
SSAP 8- CONTINGENCIES (1st January, 1983)
1. Provision for material contingent loss in the accounts
A material contingent loss should be accrued if it is probable that a
future event will confirm a loss which can be estimated with reasonable
accuracy.
2. Disclosure of material contingent losses/profits
8, 9For material contingent losses not provided for and which are not remote
(and for material contingent gains if it is probable that the gain will be
realised) disclose:
10, 11(a) the nature of the contingency,
10, 11(b) the uncertainties which are expected to affect the ultimate outcome,
10, 11, 12(c) a prudent estimate of the net pre-tax financial effect (at date of
approval of accounts by directors) or a statement that estimation is
not practicable, and
12(d) an explanation of the taxation implications, where necessary for
proper understanding of the financial position.
SSAP 9- POST BALANCESHEET EVENTS (1st January, 1983)
1. Events requiring adjustments to the accounts
Effect changes in financial statements for post balance sheet events 14
Which are:
(a) adjusting events (events which provide additional evidence of
conditions existing at the balance sheet date), or







2. Events requiring disclosure in the accounts
15For post balance sheet events which are either non-adjusting events of
exceptional materiality or the reversal or maturity of transactions entered
into before the year-end primarily in order to alter the appearance of the
balance sheet (window dressing), disclose:
16, 17(a) nature of the event,
(b) estimate of its pre-tax financial effect (or statement that estimation
is not practicable),
(c) explanation of taxation implications, where necessary for proper
understanding of rn finnnrinl nnsition_
183. Date of approving accounts
The accounts should disclose the date of approval by the board of
directors.
SSAP 10- ASSOCIATED COMPANIES (1st January, 1985)
1. Disclose the following in the consolidated profit and loss account:-
14, 34(a) Aggregate share of pre-tax profits less losses of associated
companies, including the latters' own subsidiaries and associated
companies.
15(b) Tax attributable to the share of profits of associated companies (shown
separately within the group tax charge).
16(c) Aggregate share of extraordinary items of associated companies (included
with the group's extraordinary items to the extent that the items
involved would be classified under SSAP 2 as extraordinary in the context
of the group). Where that share is material in the context of the
group's results, disclose separately from extraordinary items arising
from group companies.
17(d) Aggregate share of net profits less losses re alnea by associaLea
companies.
18(e) If results of one or more associated companies are so material in
relation to true and fair view, show separately for the associated
companies concerned:-
(i) total turnover and depreciation charge,
(ii) total profits less losses before tax, and
(iii) group's share of such profits before tax.
2. Disclose the following in the consolidated balance sheet:-
21(a) Group's interests in associated companies as
(i) cost of the investments less any amounts written off, and
separately
(ii) group's share of the post-acquisition retainea prozics ana
reserves.
22(b) Amounts of loans due by/to associated companies (snoun separately wiLn
the group's interests in associated companies).
23(c) Trading balances with associated companies, if material (included under
current assets or liabilities as appropriate).
24(d) Details of associated companies' tangible and intangible assets and
liabilities where they are very material.
25(e) Accumulated reserves distinguished between profits retained by the group
and profits retained by associated companies (provide for any further
tax on distribution of retained profits of associated companies
overseas) movements on associated companies' other reserves e.g. surplus
on revaluation of fixed assets.
19, 273. Except where it is a wholly-owned subsidiary, an investing company which does
not prepare consolidated accounts (e.g. without subsidiaries) should deal
with items in (1) above by preparing a separate profit and loss account or by
adapting its own profit and loss account, and items in (2) above by preparing






4. For listed associated companies, financial information used for incorporatioi 28
in the investing company's financial statements should be consistent with
information published by the associated companies.
5. Disclose use of unaudited or non-coterminous accounts with facts and dates 28, 29
of year ends, if the effect is material (accounts to be used should end within
six months before or shortly after the investing group's/company's year end).
6. For each principal associated company, disclose: 39
(i) name and place of incorporation,
(ii) proportion of issued shares of each class held by the group, and
(iii) an indication of the nature of its business.
7. (i) Disclose accounting treatment and reason therefor, where a holding of 30
20% or more of the equity voting rights of a company (other than a
subsidiary) is not accounted for as an associated company.
(ii) State basis on which a significant influence is exercised for a holding
of less than 20% of the equity voting rights where the investee is
accounted for as an associated company.
268. The amount written off in the accounting period in respect of permanent
impairment in the carrying value of an investment in an associated company
should be separately disclosed.
9. Indicate extent of any restrictions (e.g. statutory, contractual or exchange 32
control) on the ability of an associated company to distribute its retained
profits (other than those shown as non-distributable).
10. Consider including an additional provision or recognising a contingent 36
liability in respect of the excess of liability over the investing group's
share of net assets of an unincorporated entity.
SSAP 11- FOREIGN CURRENCYTRANSLATION (1st January, 1.985)
1. State the method used in the translation of the financial statements of 35
foreign enterprises and the treatment accorded to exchange differences.
2. Disclose:- 36 B I S
(a) the net amount of exchange gains and losses on foreign currency
borrowings, identifying separately:
(i) the amount offset in reserves under the provisions of paragraph:
25 and 33 of the SSAP, and
(ii) the net amount charged/credited to the profit and loss account
(b) the net amount of exchange gains or losses on forward contracts, together
with any associated discount or premium on these contracts, offset in
reserves under the provisions of paragraphs 25 and 33 of the SSAP and
(c) the net movement on reserves arising from exchange differences.
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1986 Ed.] Securities (S'tock Exchange Listing) Rules [CAP. 333 C 11
[Subsidiary]
Information to accompany directors' report
4. (1) The Company shall include in or with the annual directors' report
referred to in paragraph 3(1), where the annual accounts arc laid before the company
in general meeting on or after 1 July 1986-
(a) a description of the principal activities of the Company and its subsidiaries
and, where 2 or more such activities are so described, a statement giving in
respect of each such activity the turnover and contribution to trading results
attributable to it
(b) a geographical analysis of consolidated turnover and contribution to
trading results of trading operations carried on by the Company and its
subsidiaries outside Hong Kong unless such operations comprise less than
10 per centum of the turnover and 10 per centum of the trading results of the
Company and its subsidiaries
(c) a statement showing-
(i) the name of every subsidiary and its principal country of operation
(ii) particulars of the issued share and 'loan capital of every subsidiary:
Provided that if, in the opinion of the directors of the Company, the
number of them is such that compliance with this sub-paragraph would
result in particulars of excessive length being given, compliance with this
sub-paragraph shall not be required except in the case of subsidiaries
carrying on the business the results of the carrying on of which, in the
opinion of the directors, materially affected the amount of the profit or loss
of the Company and its subsidiaries or the amount of the assets of the
Company and its subsidiaries
(d) details of the classes and numbers of any convertible securities, warrants or
options issued by the Company and its subsidiaries during the financial
year, together with the consideration received by the Company or its
subsidiaries therefor
(e) particulars of any exercise made during the financial year of any conversion
or subscription rights under any convertible securities, warrants or options
issued at any time by the Company and its subsidiaries
(f) particulars of any redemption or purchase by the Company or its sub-
sidiaries of its redeemable securities and the amount of such securities
outstanding after any such redemption or purchase has been made
(g) a statement as at the end of the relevant financial year, showing the interests
of each director and chief executive of the Company, and of the associates of
such director and chief executive in so far as is known or may be ascertained
by reasonable enquiry, in the share capital of the Company and its
subsidiaries. Any such statement shall-
(i) distinguish between beneficial and non-beneficial interests:
(ii) specify the company in which shares are held. the class to which those
shares belong and the number of such shares held
(h) in the event of trading results shown by the accounts for the period under
review differing materially from any published forecast made by the
Company an explanation for the ditTcrcncc.
(i) a statement by the directors as to the reasons for any significant departure
from standard accounting practices, being those 'laid down in the statements
of standard accounting practice promulgated from time to time by the Hong
Kong Society of Accountants
(j) a statement as at the end of the financial year showing as regards, firstly,
bank loans and overdrafts and, secondly, other borrowings of the Company
and its subsidiaries, the aggregate amounts rcpayabic within a period-
(i) not exceeding 1 year, or on demand
(ii) of more than I year, but not exceeding 2 years
(iii) of more than 2 years, but not exceeding 5 years
(iv) of more than 5 years
(k) in respect of the financial year, a statement of the amount of interest
capitalized by the Company and its subsidiaries during the year.
(2) Where the Company :s entitled to the benefit of any provision of Part III of
Schedule 10 to the Companies Ordinance, nothing herein shall require any particulars
to be stated which need not be disclosed in the balance sheet or profit and loss account





The major departures from disclosure requirements in
the annual reports of selected Hong Kong listed companies
are as follows:
(a) Accounting policy on the valuation method of- trading
stocks, or listed investments was not disclosed
(b) There was no statement of reserve immediately
following the profit and loss account to show the
prior year adjustment
(c) Useful lives or the depreciation rates used for each
major class of depreciable assets were not given
(d) Where a subsidiary was excluded from consolidation
because of dissimilar activities, no separate.
financial statement for that subsidiary was included
in the annual accounts, which is required by
paragraph 23 of SSAP 7
(e) Where the assets of the companies were pledged to-
secure general banking facilities, the annual
reports did not disclose the actual amount of
facilities utilised at the year end
(f) Fully diluted earnings per share was not disclosed
where the dilution effect amounted to more than five
percent of the basic earnings per share, which is
required by paragraph 11 of SSAP 5.
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(g) The directors' reports did not disclose the
following information required under the Securities
(Stock Exchange Listing) Rules 1986:
(i) a geographical analysis of consolidated
turnover and contribution to trading results of
trading operations and
(ii) the name, principal country of operation,
details of issued share and loan capital of
each subsidiary
(h) The qualification of the audit reports did not
clearly describe, the nature of matters in question
and where there were material subsidiary companies
not audited by the primary auditor, the primary
auditor referred in his report to the fact that the
subsidiary companies had been audited by other
auditors, this being a non-observance of the
auditing guideline, issued by the HKSA
(i) The following information as required by the Tenth
Schedule to the Companies ordinance was omitted:
(i) the basis of valuation of fixed assets,
(ii) the location of long term leasehold land and
buildings,
(iii) The information of the bank loans being
secured.
(j) The related party transactions were irregular in
that the loans to directors prior to the
commencement of the Companies (Amendment) Ordinance
1984 were written off without valid reasons. Also,
some related party transactions were subject to
Commercial Crime Bureau's investigation.
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APPENDIX 7
LIST OF STATEMENTS OF STANDARD ACCOUNTING PRACTICE
ISSUED BY THE HONG KONG SOCIETY OF ACCOUNTANTS
SSAP 1 Disclosure of accounting policies
Extraordinary items and prior year adjustmentsSSAP 2
SSAP 3 Stocks and work in progress
SSAP 4 Statements of changes in financial position
Earnings per shareSSAP 5
Depreciation accountingSSAP 6
Group accountsSSAP 7
Accounting for contingenciesSSAP 8
Accounting for post balance sheet eventsSSAP 9
Accounting for the results of associatedSSAP 10
companies
Foreign currency translationSSAP 11
Accounting for deferred taxSSAP 12
SSAP 13 Accounting for investment properties





ASC Accounting Standards Committee
Earnings Per ShareEPS
HKSA Hong Kong Society of Accountants
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